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CAPITAL INVESTMENTS BY BRITISH AND FOREIGN COUNTRIES 
IN CANADA AND CAPITAL INVESTMENTS BY CANADIANS IN 
ie OTHER COUNTRIES, 1928. 


The Dominion Bureau of Statistics presents perewith an estimate of foreign’ 


capital ‘Invested in Canada, at the beginning of 1928; of the amount of capital invested. 


abroad at the same date; and of the net flow of capital after allowances have heen made 
for refynding, commissions, and so forth. It is again necassary to remind those 
interested in these figures that, although some improvements have been made in methods 
of collecting the basic data, some time Will elapse before certain other projected 
Amprovements can be carried out, and the figures must therefore be taken as liable to 

a Margin of error and as indicating onjy the approximate situation. 


It is estimated that the total British and Foreign investment of capital in 
Ganada on January 1, 1928, was $5,742,043,000. Of this sum $2,209,517,000 was British, 
$3,286, 786,000 was from the United States and $25,740,000 was from other countries. atl 
Whese-large sums should be considered in the light of the fact that our National 


$ealth is estimated to be between $27 and $30 billions or about five times the amount 


of outside capital invested, It is ingvitable that our vast resources should be 
developed with the assistance of outside capital, but that outside capital is not the 


dominating factor in developing these ragources is plain from the fact that Canadians. 


nse 


are estimated to own from 55% to 65% of the securities of all enterprises located on 
Ganddian “soil. It should algo be emphasized in this connection that Canadians have 
invested large amounts of capital abroad, The Furéau estimates that Canadian invest- 
ments in foreign countries amounted to $1,,579,074,000 at the. beginning of 192e8, or 
more than a quarter of the amount of outside investments in Canadas Of this, $874,~ 
626,000 was placed in the United States, $131,915,000 in Great Britain and $572,533 000 
in other countries. : 


During the year with which this estimate deals, Canadians continued to 
repurchase from abroad their own securities; they purchased foreign securities, 
principally bonds, to the extent of many millions, investing over $100,000,000 in 
securities of the United States. 


In recent years the control of an increasing number of Canadian industrial 


 congerns is reported by the financial press to have passed into Canadian hands. 


Among those so mentioned are Goodyear Tire, Windsor Hotel, Hiram Walker Distillery, 
Acadia Sugar, Canadian Bronze, Cosmos Imperial Mills, National Steel Car, Lake Superior 
Corpsration, Noranda Mines, Famous Players Canadian Corporation, Foundation Company 

of Canada and Montreal Piggly Wiggly Corporation. It is well known that Canadian 
holdings of International Nickel have greatly increased in recent years as have also 
our holdings of Brazilian Traction, 4 company located abroad, but the result of 
Canadian organization. wi Cita Legis : 


A direct estimate of the net flow of capital, that is, the difference between 
capitel imports and exports after all items such as commissions, redemptions, repurchases, 


‘etce, have been taken into account, shows that capital exports exceeded capital imports 


in 1927 by $18,680 ,000. While this direct estimate of net capital exports is consider= 
ably smaller than that arrived at by the indirect method of calculation shown in the 
Bureau's bulletin issued recently on the Estimated Balance of International Payments, 
it confirms the direction of the net capital flow. The difference between the two ~ 
estimates must be considered as due to omissions which are at present inevitable in 
these calculations. 


On balance, therefore, there was again a flow of capital funds outward rather 
than inward, which is accounted for as indicated above, by the heavy investments of © 
individual Canadians in foreign securities and in the repurchase of Ganadian securities; 
also by direct investment abroad and by the investments of Insurance Companies abroad. 
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DOMINION BUREAU OF STATISTICS ~ INTERNAL TRADE BRANCH 


ESTIMATED FORRIGN INVESTMENTS IN CANADA , 
JANUARY 18ST, 1926, 1927 AND 1928 


Q00's Omitted 


January 1 January 1 January 1 
1926 1927 1928 
wo Se SARE BSG Sen A La I Brae eae 
TOT N STMENTS 
Government Securities (Dominion, Provincial ; 
and Municipal)....... re AE ea eigenen 14271,460 1,304,562 1,333,282 
‘Public Utilities - 
AYU WAM Se» cteayss es Mist hs. Cee oi ere as 1,430,604 1,445,520 1,510,703 
Other Public Utilities (Traction, ci at 
Heat, Power, Telephone, etc.)...cene 346,473 432, 687 466,792 
Industries - 
Bue Paner 2rd Tmbers sis ec cccssvcececd 467,000 Lgl ,UO1 5131188 
Mass wont 5 UA Pa Re sh Visecteys 320,750 323 5350 334, 804 
Mpa e sO serie ie yey sv cece ake cdewaetene 301,952 296,007 296 , 630 
All other Industries......eseee Lov eees 521, 349 522,250 538,705 
Trading Establishments..........- ale ea eee aie 188,615 206 , 664 219,717 
PREIS BOO tNSULONC Os cscs scence cece sens & 606s 145 ,000 150,000 153,e5¢e 
PER AMEMONUPSE Cuca as ey icecs cass euerensceeas 320,000 325 ,000 334,350 
313,203 5,500,441 5, 742,043 
INVESTMENTS BY GREAT BRITAIN 
Government Securities (Dominion, Provincial 
and Municipal)....... Mee ee Wee utr CiNees 479,539 4.66, 668 Yu9 , 868 
Public Utilities - 6 
RAPIWAY 6 oon ss oes eases eeeeoe sear eaeaane o¢@ 956,050 955 ,008 959,77 
Other Public Utilities taieadilare. Light, 
Heat, Power, Telephone, etc. Nets, 123,260 124,995 126,333 
Industries ~ neti 53.000 61,306 
Pul , Pa GY and Tumbereessccsscdncsatade ey 1 Py 
ie Og ae a ee eas ee Bele ele 6 ele weseseneeneeoe 90 , 384 91, 3844 gu, 388 
Metal i ee a a Ra 51,837 51,505 “ts ae 
ALL: OCMEY TndustricSe.ssvceseses ceovvess 105,056 111,878 116,485 
: 68, 365 
Trading BStvaCLLeENVent ses sis wise cr elaleesc'evcovess 39,403 59,109 ’ 
Pinance and MTSUT ANG O's's ce e'ssrsls eoenaee aeoerveeee 91,000 91,000 91,341 
Land and MOLGLER srs scsteesaves se cawae es ea nes 187,000 187 ,000 190 ,000 
2,165,970. 2,192,467... 252095517 
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ESTIMATED FOREIGN INvESTENTS ty KANDA 
JANUARY 181, 1926, 1927 AND 1928 


0000's Omitted 


January 1 January 1 January 1 
1926 1927 1928 
E NITED STATES 
Government Securities, (Dominion, Provincial 
Bnebataniei pay csenik:. ka ndmukuas Fre OF 786,280 832,394 857 , 606 
Public Utilities ~ 
REE. SOU Haha cw aiswidls Ga'ne ee 437,054 460,512 509 , 463 
Other Public Utilities {fraation, eek 
Heat, Power, Telephone, etc.)sceseee 182,876 268 ,162 301,376 
Industries ~ 
Pury Paner Sn LUMbe rss oes ois ee nens « neers 351,709 Bi lgiee 450,506 
evs bi: AGS Sas ne re a AUERY EA ste ane 216,508 217,908 224,914 
MECGU SER UEEGLGE See injelniotes ae'0's v's wine's 6370's . 26,463 240 , 883 241,316 
PEAOUNEE LHOISUL LOS sss 's.6 0 cts so 5 0'4 4 8 s70's 6 409,779 403, 896 411,814 
Pranine Getan iT srments sey hs sists Css eee otales ete 144,312 142,704 146,541 
Pees See sr SHOE ts sa o's Os oe ivivie eee nie ae 42,000 47,000 4g ,900 
Tene eae Mortrares ce Oris cM ea ce eke ees ae 83,000 &8 ,000 Viggen 


nn 


2,899,981 3,069,181 3,286,786 


INVESTMENTS OF OTHER COUNTRIES 


Government Securities (Dominion, Provincial 


ua ecb tsr ie 8 0 Oh er eee tees e'ee ta ales 5,641 5,500 5,708 
Public Utilities = 
. RALLWAY Sec secccccsencersvoessescesessooer 3515500 4O ,000 41, 465 
Other Public Utilities (Traction, Light, 
Heat, Power, Telephone, et@.)eseevece HO 337 39,530 39 ,083 
Industries - 
Pulp, Paper and Lumber... er» eeaeee @esnen ee eoan eg 72,850 62,759 61,956 
Mining.... oereoe eevee oor ereeaeve tees fea aeeoenere 13,858 14,058 ps2 
Metal Industries......-.:- BRU Mea oath ats 3,652 31019 3919 
All other Industries.....+.++- Ben Saige 6,514 47 Pi Oye 
: ‘ Tee HG 
radi ne) Be tabiichmentideisils< sa sievees cave nr eke es 4,900 4851 ; 
asses SAL PMGSY ONO, Lisle ble ¢ lGieousllee s,s ya 9 oe em me 12,000 12,000 Le, O10 


Land and Mortgage....-seeeee fe CURA Be rere 50 ,000 50,000 51,000 


247 , 252 236,793 285, 740 
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ESTIMATED CANADIAN INVESTMENTS ABROAD 


JANUARY 1ST, 1926, 1927 AND 1928 


000's Omitted 


January 1 January 1 January 1 
1926 1927 1928 
TOTAL 
Canadian Government Credits & Balances Abrasd,... 59,095 47,426 47, 24h 
Balances of Chartered Banks read" | Chica a Be 196, ayes 260,560 238, UL7 
Foreign Securities Held by Bankssiecscovenesepeds 102,420 89,2e7 95, 682 
Investments of Insurance Companies Adroshesserses 245 , 890 269,459 285,969 
Direct Industrial Investmentsi.ssliicscccctdocsens 260 ,000 275,000 297,818 
LS PMG Rh Gis iid wh sc Pee Cr Siew es OL L TMae ee 275,179 388,914 613,914 


GREAT BRITA 


Canadian Government Credits & Balances Abroad..e, 
Balances of Chartered Benks Abroads.scscesesaneve 
Foreign Securities Held by Banks.... 
Investments of Insurance Companies Abroad... ...ree 
Direct Industrial Investmentss.cscsccves Rb wieloreun le 
MISCO LISNSMIS 54's cs ok a.d's a HRIS TONS ANS TeTauei PCa vee ibe evince eats lta uaiiw ms 


*Setaorvenorpuse eee 


IN UNITED STATES 


Canadian Government Credits & Balances Abroad..e 
Balances of Chartered Banks Abroad....... 
POréien Securities Held by BankSe oe voiss een viees pie 
Investments of Insurance Companies Abroads....sc6 
Direct Industrial Investments. .ccecucssccccesesee 
Miscellaneous, ...s.s00% Peed ees r eset eneerraneares 


oeeotae oe 


IN OTHER COUNTRIES 


Canadian Government Credits & Balances Abroad.ues 
Balaices of Charteréd Banks Abroadeccscsesvecvees 
Yoreien Securities Held by Bankésccsswevaserce see 
Investments of Insurance Companies Abroade..-soes 
Pisect Inivetrie) Tnvestments essa ésou ees uurenees oe 
MiSCellancous. ys sess ss SG rae siercseictene ist oi vista enek hs oe 


658 
39,246 
57,151 
15,491 

1,700 
10,000 


124, 246 


22,549 
15159 
22,495 
Loilweee 
152,071 
160,179 


626,255 


36,488 
39,c46 
22,774 
IDellT 
106,229 
105 ,000 


388,914 


10,815 
156,336 
21,571 
165,717 
156,804 
212,085 


123,328 


36,111 
52,112 
30,315 
ee 
116,496 
166,979 


488,779 


1,139,415 1,330,586 1,579,074 


i nt 


7,779 
U7, 689 
46, 881 
18,016 

14/700 

9, 850 


131,915 


Lage 
143 ,069 
33,356 
175,871 
168,213 
322,085 


874, 626 


2,433 
7,689 
15 455 
92,082 
127,905 
256,979 
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512,533 
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ESTIMATED NET FLOW OF CAPITA, 1925, 1926 AND 1927 
‘(ay tal 
(Allowing for refunding, commissions,etc,) 


0000's Omitted 


se: 


From From Pram 
Britain United Other Total 
States Countries 
1925 5, 885x ary 56,2604 1,609 51,988 
1926 26,247 159,268 $,U59x 177,056 
1927 29,870 190,594 9,344 229 ,808 


ne eed pe a CS NEE 


x Net Withdrawals 


(0) ire 2 g of Short Ter row 
ear or Jess 25,1926 and 19e + 


From 

United Total 

States 
mp Mery anrmes pime tremens ies se a ee ee ee 
1925 10,000 10,000 
1926 71,200 71,200: 
1927 ; ~ pa 


To To To 
Britein United Other Total 
States Countries 
(ok Ae 5 patel REIS cea a eae lee eI aan Rb Sail URANUS TN Eee Avia oe ERE IES SY, 
1925 24,779 122,132 71,818 218,729 
1926 54767 ¢ 97,073 OOo) i ead ee 
1927 13,436 151,298 83,754 24g , 48s 


a 


(d) Net Qutward Plow of Capita), Funds frem cehdda 
1925, 1926 and 1927 
c =~ (asb) =a. 


oe I a a OT ae eens eae 


1925 30, 664 75 868 70,209 176,742 
1926." 32,014 4 BOOS) pis 108, 324 85,315 
1927 16,434 4 39,296 # 74,410 18,680 
? Inwards 


# Not included in (a) or (c). 
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Dominion Statisticians Hols’ Goats, B.A, 2.5.5s(bon.), FRSC. 
Chief, interna’ Wrade Branch: . Bervert Marshalls Bole, P.5eS. ‘s 


CAPITAL RIVNSTMANTS BY BRITISH AND FORBIGN COUNTRIES IN CANADA 
AND CAPIUAT, INVESTNENTS BY CANADIANS IN OTHER COUNTRIES, 
JANUARY 1, 1929, 


perv rinses raracnnsiaont 


The Dominion Bureau of Statistics presents herewith an estimate of foreign 
Capital invested ix. Canada at the beginning of 1929 and of the amount of Canadian 
Capital invested abroad =t the same date. Any estimate of this character is liable to 
a margin of error, but tie utmost care has been taken in the present computation, and it 
is believed that the figuies approximate fairly to actual conditions. More complete 
information of this kind is being obtained from year to year, which enables corrections 
to be made in previous estimates, Yor the present estimate revised figures for invest- 
ments in government and railway securities were made possible through the co-oneration 
of municipal and provincial .reasury departments, railway companies and the Canadian 
chartered banks. 


It is estimated that the total British and foreign investment of capital in 
Canada on January 1; 1929, was $5,904,169,000. Of this sum $2,197,682,000 was British, 
$3,470,087,000 was from the Jnited States ani $236,400,000 was from other countries. 
Since our National Wealth can be estimated for the same date as between $28,000,000,000 
and $30,000,000,000 it will be seen that outside capital comprises about one-fifth of 
this total. Moreover it is estimated that Canadians own from 55% to 65% of the secur- 
ities of all enterprises located on Canadian soil and in addition have invested abroad 
the sum of $1,745.815,977 which is nearly 40% of the outside investment in Canada. Of 
these Canadian investments abroaé; $95,916.48 is estimated to be in Britain, $991,651,~- 
727 in the United States and $658,247,491 ir other countries. 


Total indebtedness to outside coumtries increased by approximately $150,000- 
000 in 1928. Our indectedness tc the United States increased by $166,000,000 while that 
to Great Britain was reduced by $17,000,000, New Canadian issues in which outside 
countries participated, including stock rights, amounted to about $720,000,000. Of this 
sum Canadians themselves took ¢''+,000,000. United States $241,000,000, Great Britain 
$62,000,000, and other countries $3,000,000. In addition outside countries purchased 
old Canadian securities on ths stock exchanges or made direct investments in Canada 
amounting to $100,000,000 of which the United States took $21,000,000, Great Britain 
$17,000,000 and other countries $2,000,000. 


Against these amounts of indebtedness incurred by Canadians there must be set 
the sum of $253,00C,000 which is the estimated amount of indebtedness discharged by 
means of refuncing, serial payments, vetivements, sinking funds and repurchases of 
Canadian securities from abroad. It is estimated that $155,000,000 flowed back to the 
United States for these purposes, $95.909,000 to Great Britain and $2,000,000 to other 
countries, In the case of Great Britain more furds were sent vack than came to Canada, 
hence our intehbtedness to hex was decreased by about $17,000,00) ($96,000,000-$79,000,- 
000). ‘There con’ inued. to be considerabie senirchase of municipal, provincial and cor- 
poration bonds from Britain by Senadians and changes in capital structure such as that 
of B.C. Blectric wero also imortani influences, 


During the last two years there has been a continuation of the movement of 
outside capital iato new ventuxves in the Dominion, Such investments affected a wide 
range of interests inciucing, cagin stoves, banks, investment and finance houses, tourist — 
resorts, hotels, recreation céuss, public utilities, assurance companies and various in- 
dustries. Among the latter vero mining, oils. pvlp and paper, breweries, aircraft, 
textiles, motor car and various metal industries, 


£ noteworthy develonnm* is seen in merger movements of an international char- 
acter which have included Ganalnan industries concemed with non-ferrous metals, matches, 
biscuits, milk products, grocery staples, brewery products, paper, chemicals, hotels,etc. 


There were aiso further examples of industries located in Canada passing from 
outside control to that cf Canadians. These included) eas and coke plants, paper, agri- 
Cultural implements, textiles, mines, public utilities and metal industries. 


ms i me r A : a mans 
FWhile capital owned ebroad by Ganadians increased about $157,000,000, capital 
owned in Canada by outsiders increased giF2.0C0,000, hence capital exports were again 
Somewhat in excess of imports. 
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ESTIMATED FOREIGN INVESTMENTS IN CANADA, 
JANUARY 1ST, 1926,1927,1928 & 1929 
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ESTIMATED FOREIGN INVESTMENTS IN CANADA 


JANUARY 1ST, 1926,1927,1928 & 1929. 
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ESTIMATED CANADIAN INVESTMENTS ABROAD 
JANUARY 18T,1926,1927,1928 & 1929 


January 1, January 1, January 1, January 1, 


1926 1927 1928 1929 
TOTAL 

Canadien Government Credits & Balances Abroad. 59,695 47,426 47,244 57.810 
‘Balances of Chartered Banks Abroad ..ecceceeee 196,231 260,560 238,17 187,597 
Foreign Securities Held by Bankse.sesecsseeeee 102,420 89,227 95,682 ‘67,363 
Investments of Insurance Companies Abroad ..-. als. 890 269,459 285,969  300,000x 
Direct Industrial Investments ..seesseiveseses 260,000' . 275,000, 2974818 329,152 
OO 388, pny lent 803,914 
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Canadian deertiiedt Credits & Balintes Abroad. g 
| Balances of Chartered Banks Abroad scsccccecee 39,2 6 Be, ile 47,689 , 374519: 
Foreign Securities Held by Banks cecccceveceee _ 5/,i5l 37,341 46,831 24, 662 
Investments of Insurance Companies Abroad «++. 15,491 --16,975 18,016 20 ,016x 
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Balances of Chartered Banks Abroad «esosscosee 1174739 15a. 336 ©=6143,069 112,558 
Foreign Securities Held by Banks sisesseceseve 22,495 PD A 33,356 Louk tD 
Investmen’:s of Insurance Companies Abroad 4... 151,222 165, 717. 175,871 184,902x 
Direct Industrial Investments sicsidecseccdoese 152,071. -.156,804 168,213 144,490 
4 Miscellaneous. ° . he pec scans 6,060 dee ecostevove wa ee. 160 »119 L 212,085 : 347 5085 ; 512,085 
; OT Una ke coin 626,255 723,328 874,626 991,653 
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ere Poneeuaenk ‘Credits & Balances Abroad. a 4gg 36,111 B59". gt0029 
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ESTIMATED PRITISH AND FOREIGN INVESTMENTS IN CANADA, 
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ee 


JANUARY 1ST, 1929 TO 1930, 


A revised estimate of the amount of British and Foreign Investments in 
Canada for the period 1926 to 1950 has been issued by the Dominion Bureau of Statistics, 
This estimate is based upon more complete information as.to the distribution of owher+ 
ship of the securities of firms located in Canada in 1950, obtained through the Census 
of Industry and other investigations, Grand total figures im the new estimates show 
little change but important differences were found in group figures, 


Total British and Foreign investments in Canada on January 1lst# 1950; wete 
#6,125,959,000 according to the Bureau's figures, Of this sum (315184,678,000 was in 
Dominion, Provincial and Municipal securities, }1,6745865,000 in railways, $628, 230, 000 
in other public utilities, 520,248,000 in the pulp, paper and lumber industrys 
#981,600,000 in mining, $546,915,000 in metal industries, $492,376,000 in all other 
industries, {250,000,000 in merchandising establishments, 209,022,000 in finance and 
insurance and '3338,033,000 in land and mortgages, 


Of the total investment in Canada by British and Foreign countries amounting 
to {6,125,959,000, the largest share '}5,726)745,000 was held by people of the United 
States, Britishers held '32,228,024,000 and other countries O17 1 4887000, 


Sixty-seven per cent of British investments are in government securities 
and public utilities (chiefly railways). United States investments are fifty per cent 
in government securities and public utilities and fifty per cent in other securities, 
chiefly industrial and’ mining, 


While 36,125,959,000 appears to be a large sum of indebtedness incurred by 
Canada in favour of outside countries, it should be viewed in the light of the follow- 
ing facts: 


1. Outside countries have in the neighbourhood of $1,500,000,000 invested 
in branch plants located in Canada, 


2, Ganadian investments abroad are esimated as amounting to $1,781,545, 000 
on January lst, 1950, 


3, It is estimated by the Bureau that the total business capital employed 
in Canada amounts to 317,500,000,000, This sum includes the bonded 
indebtedness of Dominion, Provincial, and Municipal governments, in 
vestments in railways, all manufacturing concerns, mines and metal 
industries, public utilities, trading establishments, finance, insur= 
ance, land and mortgage. It does not include private capital in 
domestic enterorises such as farms, homes, etc, Of this sum it is 
estimated that 65 per cent or $11,375,000,000 is owned in Canada, 15 
per cent or }2,228,000,000 in Great Britain, 21 per cent or $3,726,745, 000 
in UeS.A., and 1 per cent or '3171,200,000 in other countries, 

4, Canada's National wealth is probably in the neighbourhood of 530,000, 000,000, 
British and Poreign gross investments in Canada represent only slightly 
more than 20 per cent of this amount, 
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ESTIMATED BRITISH AND FOREIGN INVESTMENTS IN CANADA 
JANUARY 18ST, 1926 TO 19350 
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TOTAL BRITISH AND FOREIGN 
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Govermment Securities (Domin- 
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Sree, MOPtLCAtS jose ceeceeees 320,000 325,000 534,546 538,029 358,055 

5,504,406 5,491,859 5,758,664 5,892,579 6,125,959 
INVESTMENTS BY CREAT BRITAIN: 
Government Securities (Dom- 
inion, Provincial and Mun- ; 
OP esses esters eccneeres 508, 448 BOD 5 OTe 478,825 475,595 477 5296 
Puplie Uriiities = 
Railways eeereve 270008 P29 08908409 865,557 862,515 867,080 870,525 898,525 
Other Public Utilities (Tract- 
jen, Light, Heat, Power, Tele- 
phone, etc.) scoscvcverscscces 149,779 151,514 152,854 106,665 116,880 
Industries - 
Pulp, Paper and Lumber seoeeee 57, 0L7 68,496 (dy 20a 705072 eet acy’, 
Mining DI ike ae Oe ewe nas oe elee 30,724 SL, 724 54,728 49,477 52 800 
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Trading Establishments secaeec Ob awee Hee2s7 60,545 61,509 75,000 
Pinance and Insurance eoveccoe 97755 97,800 112,950 108,459 «118,446 
Land and Mortgage coccescssecce 187,000 187, 000 189,998 169,156 189,158 
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ESTIMATED BRITISH AND FORI IGN INVESTLENTS . IN CANADA 
JANUARY ist, 1926 a 1930, 
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| 1926 1927 1928 1929 1930 
INVESTIENTS BY UNITED ST..TES 
Government Securities, (Dom- 
inion, Provincial and Munici- 
pal) See es OS 88 eS ee 8s) Se ee ee ee 6357 , 881 683,995 709 g207 692,022 695,873 
Public Utilities - 
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Other Public Utilities (Tract= 
ion, Light, Heat, Power, Tele- 
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Industries - 
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Pulp, Paper and Lumber ceceoeee Aly Ooo) 7 482 6,679 6,874 6,845 
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A iVother INGuStries wees sse ese 9,564 FO LO soLe 14,639 14, 920 
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ESTIMATED CANADIAN INVESTMENTS ABROAD 
JANUARY Ist, 1926,1927,1928 & 1929 
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Ce Mun Gy ide, Us andes gn Jane Leow tens Warts 
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TOTAL 

Canadian Government Credits ' 

CU DOLAN CCSD TOAC Ss ois ceackis eels e O95 695 47 5426 47 244 57 5 SL0 46,751 
Balances of Chartered Sanks 
By OL Mice arg eter 3 ia in.c. bos ede o.oo 0 4 OOO. 260,560 258 , 447 187 sO07 eH ere srk 
foreign Securities Held by } 
POTN SS Nae Gy b'ord's 4d. 619 n.0-d 610. le bi ave’e 102,420 89,227 95 , 682 67 563 68,104 
Investments of Insurance its 
GOMpeNTS SO TOS.d: bw cl eies eee 245,890 269,459 285 , 969 295,091 590,467 
Direct Industrial Investments, 260, 000 275,000 Bors OLS 329, 132 594,152 
MSSCOULSNS CUS os \n% aie so Vale eds vie egy O 588,914 615,914 803,914 865,914 


1,139,415 1,530,586 1,579,074 1,759,207 1,781,345 
IN GREAT BRITAIN 


Canadian Government Credits 


———e————eo ee 
SSS ES 
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Balances of Chartered Banks ; qe 
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IN OTHER COUNTRIZS 
Canadian Government Credits 
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WBS GIA NE CUS Au. oie ciols eis $0 ke oe 105, 000 166,972 LOO, ay © Pe bee IES 289,979 
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BRITISH AND FOREIGN CAPITAL INVESTED IN CANADA AND CANADIAN 
CAPITAL INVESTED ABROAD, 1926 ~— 1936 


A revised statement of British and Foreign Capital invested in Canada and 
Canadian capital invested abroad has been issued by the Dominion Bureau of Statistics. 
The total estimated British and foreign investment in Canada at the end of 1936 amounted 
to $6,833,700,000. Of this, the American investment was $3,984,400,000, the British 
investment €2,725,100,000 and the investment of other countries $124,200,000. 


Outside investments in the securities of Canadian governments were estimated 
to be $1,688,700,000, of which $524,200,000 was held in Great Britain and $1,161,300,000 
in the United States. Investment in railway securities amounted to #1,637,000,000, of 
which $1,068,500,000 represents British and $548,800,000 American holdings. 


All other investments, including investments in public utilities, manufactur- 
ing industries, mining, merchandising establishments, financial concerns and miscellan- 
eous, amounted to $3,508,000,000. In this group the United States investments were 
#2,274,300,000, while the British share was $1,132,600,000. 


Canadian investments in other countries at the end of 1936 amounted to 
#1,656,500,000. Of this amount $987,200,000 was invested in the United States, $47,800,- 
000 in Great Britain, and ¢621,500,000 in other countries. 


Among Canadian investments in the United States the largest item, 
#501,000,000, represented holdings of stocks and bonds of American governments, rail- 
roads, utilities, industrial concerns and other miscellaneous items. Direct investments 
in railways and branch and subsidiary plants accounted for $270 ,000,000. 


Investments in other countries include a miscellaneous item of $383,000,000 
which represents an estimate of Canadian holdings of foreign securities (other than those 
of the United States) such as the bonds of, various South American, European and other - 
governments. Direct investments, largely in the West Indies and Latin America, amount 
to $173,000,000. 


As a result of considerable research, new information has become available 
which permits of important changes in some of the estimates of capital investments pub- 
lished during past years. Of course it is not to be expected that figures pertaining 
to capital investment can ever be complete; the number of such investments is very 
large; their values are subject to constant fluctuation; there is also a continuous 


. change of ownership going on; and, moreover, many transactions are made in such a way 


as to render precise statistical measurement extremely difficult and, indeed, in some 
cases impossible. Under the circumstances these estimates must be considered as indi- 
cating the magnitude of the figures involved rather than as 4 mathematically exact com-~ 
pilation of such investments. The additional information mentioned above, however, 
increases the accuracy of the estimates. 


Ee 


Compared with previous estimates the figures for British ee ed Cana- 
dian government and railway bonds has been reduced to allow for the ee si nia i 
Canadians of sterling and optional payment bonds sold originally in Lon ear bs pai 
1914, Great Britain was the source from which most of the capital eee - ne roa 
through the purchase of Canadian bond issues was secured. Many hundreds eae ons 
of dollars of Canadian bond issues were floated in the London market and w pe ear 
issues have been taken up in whole or in part in that market since 1914, London has 
been a minor source of capital funds, so far as Canadian borrowings are concerned, 
since that time. As a matter of fact, Canadians have repurchased considerable amounts 
of their own bonds sold originally in London. While there is always a certain amount 
of international traffic in such securities, there were two periods in which repurchases 
by Canadians were very heavy. The first period was during the years 1919 to 1924 when 
the pound sterling was depreciated in terms of the Canadian dollar end the other period 
was from 1951 to 1933 when the pound was again at a heavy discount. Since it was highly 
profitable in these periods for Canadians to purchase in the London market owing to the 
exchange differential, Canadian securities moved back to Canada in considerable volume. 
During the earlier period the extent of Canadian purchasing was so large that an attempt 
was made to stop the outflow of Canadian funds by means of a more or less official 
embargo, because the outward movement had some undesirable repercussions on internal 
financial conditions at the time. Information made available through the co-operation 
of financial institutions in London, England, has made possible an estimate of the extent 
of such repurchases. It is estimated that, of the bonds now outstanding which were 
originally sold in the London market, $150,000,000 have been repurchased by Canadians. 
These repurchases diminish the estimates previously published of investments in Canada 


by Great Britain. 


More accurate information concerning investments in Canadian mines indic- 
ates lower figures for British investments and, in later years, higher figures for 
American investments in the mining field. 


Figures for investments by Great Britain and foreign countries in the mis-— 
cellaneous group are considerably higher than in previous years due to the securing of 
information in certain fields not covered before, 


It is probable that a small proportion of investments shown as held in 
Great Britain are held in other European countries. Thus the amount of investments 
shown under the heading "All Other Countries" is probably somewhat low and the British 
investments to the same extent too high. 


An important change is the omission of an item previously included, viz., 
"Investments of Canadian Insurance Companies in Other Countries", from the table of 
Canadian Investments in Other Countries. The reason for this omission is the fact 
that these insurance investments, so-called, are not investments of quite the same 
character as the other items. The large assets in other countries held by Canadian 
insurance branches in those countries have against them, besides ordinary liabilities, 
the fiduciary interest of the policy holders. In fact when the prospective claims of 
policy holders are considered it appears that on balance there is a small net invest- 
ment of these branches in Canada rather than a Canadian investment abroad. This is 
possible because the assets underlying the Reserve Fund need not all be held abroad, 
On the other hand, the fact that assets can be transferred between countries gives an 
importence to them as a factor in capital movements. On account of the ambiguity of 
this item it has not been included in the statement of Canadian investments abroad 
but the figures are set forth in the table which follows. 


At Kime 


Net Assets(*) of Canadian Insurance Companies Held Abroad, 
December 31, 1926 - 1936 
(Millions of dollars) 


All Great United All Other 
Year Countries Britain States Countries 
1926 ny 220.5 28.7 154.3. 37.5 
Beet Be OS. | 253.6 32.9 177.5 43.2 
OPO) Feikey 3 « ws 310.4 40.3 217.3 52.8 
1929 BOR e a, a 386.5 50.2 270.5 65.8 
1930 a ee.) 435.4 56.6 304.8 74.0 
1931 HR Ng 477.4 62.1 334.1 81.2 
1932 Paes, 2 494.4 64.3 346.0 84.1 
1933 one ae 467.2 60.7 327.1 79.4 
1934 eens 483.2 62.8 338.3 82.1 
1935 Ra ieee 2 532.8 69.3 373.0 90.5 
1936(2%) ooo... 603.0 79.0 416.0 108.0 


(x) Assets minus liability other than reserve (i.e., net liability 
outside of Canada under assurance, annuity and supplementary 
contracts in force for payments not due, dependent on life, 
disability or any other contingency or on a certain term). 


(xx) Estimated. 


With regard to British and Foreign insurance investments in Canada, since 
there exist net assets over all liabilities including reserves against future claims 
of policy holders the residual amount is shown as a bona fide investment in Canada. 
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Estimated Canadian Investments Abroed, Deeamber 51, 1926 - 1936 


(Amounts are expressed in millions of dollars) 


1926 * 1927; 1928; 1929; 1930 


ALL COUNTRIES 


Canadian Government Credits ......0+- 36.1 32.4 
Estimated Net Assets of Canadian | 
Banks Outside Canada ...cccverscees $70.3 354.2 267.6 179.8 ‘60.2 5 sea 

Foreign Securities Held in Canada by 
Canadian Insurance Companies ...... 91.4 124.2 156.5 184.6 156.7. 364.5 
geccnccsesecsess 0070, 401.5. 412.0 42556... (445,00 eee 


Direct Investments ....cce> 
Miscellaneous Investments ...-.0..--+ 458.0 602.0 725.0 810.0 842.0 856.0 


GRAND TOTAL eeeneeane eosecooeveaese0080 1,352.8 1,514.3 1,592.2 1,628.8 1,652.6 1,638.5 


31.1 30.9 30.7 30.5 


GREAT BRITAIN 


Canadian Government Credits .cocecece = - = = i. sta 
Estimated Net Assets of Canadian 
Banks Outside Canada ..crccrcccccere 42.0 42.7 Oe ee 30.8 40.3 20a 


Foreign Securities Held in Canada by 


Canadian Insurance Companies ....0. 0.6 1.0 Lee 1.5 8) 34 3.4 
DEFPSOE MANVESUMON USS « s:ctticlsis ew ecole wets sg Te To 8.0 8.5 14,0... 71470 
Miscellaneous Investments ..ccccccoece 10.0 10.0 1056 10.0 10.0 10.0 

GRAND TOTAL ..... Peis ssa es 59.6 61.2 Sae0 50.6 Cie, 50.6 


UNITED STATES 


Canadian Government Credits ....ceeo. - - ~ - -: ~ 
Estimated Net Assets of Canadian 

Banks Outside Canada ...cccccenceee 262.4 246.2 183.3 91:58 90.2 tles 
Foreign Securities Held in Canada by 

Canadian Insurance Companies ...... 70.6 95.405 120.4. 142.65 25.9." qos es 


Direct Investments ...ccccscccceccoes £50.0. 251.07 257.0 259.0 260.0 260.0 
Miscellaneous Investments .....0.. Siete 195.0 278.0 Sor 6k) 437.0 459.0 468.0. 


SEHAN Lit m LANs) ences} @ ae sees bo 778.0 °870.6 917.7 929.8 933.1 928.8 


OTHER COUNTRIES 


Canadian Government Credits ....e.ec. 36.1 32.4 Si.U) > 089 30.7 30.5 
Estimated Net Assets of Canadian 

Banks Outside Canada ....cccccvccee 65.9 65.3 50.2 S762. «49.7 52.0 
Foreign Securities Held in Canada by 

Canadian Insurance Companies ...... 20.2 </ 3 34.9 41.3 29.4 AALS 
Direct Investments ...cciccecccee cece 140.0 (143.0 . 247.0 156.0 169.0 dag) 
Miscellaneous Investments i...scsceee £53.0 314.0 ’ 358.0 . 363.0. 373.0 378.0 


GRAND POPE at nnecm emmemmmenmtenn SEZ: 582.5 621.2 648.4 651.8 659.1 


a 


Estimated Canadian Investments Abroad, December 31, 1926 - 1936 (Continued) - 
(Amounts are expressed in millions of dollars) 


RG cee Seses \Tas4e ss 105y ie 1056 


eee 


ALL COUNTRIES 
Canadian Government Credits .......e.6 SO) 5) 50a5 30.55 5005 30.5 


Estimated Net Assets of Canadian 
Bente OucsLGe Canada 2 eee sccccctves 114.8 90.9 109.7 109.6 107.0 


Foreign Securities Held in Canada by 

Canadian Insurance Companies ...... 144.2 136.8 142.8 162.8 168 .0(*) 
Direct Investments ..ccsecccsscvccoes 446.0 447.0 443.0 453.0 457.0 
Miscellaneous InvestmentsS ..cccecccee 853.0 865.0 874.0 884.0 894.0 


GRAND TOTAL .cccccvceoees ees ol, 000.0) Leelee 11,605.41 5609. 9 =a glob.e 


GREAT BRITAIN 


Canadian Government Credits .ccccccee = = eS fe z 
Estimated Net Assets of Canadian 


Banks Outside Canada ..cccceercercoee LS Seek 20.6 15.9 12.6 
Foreign Securities Held in Canada by 
Canadian Insurance Companies ..cece. ros, 2.9 rar) 10.9 11.2(x) 
Direct Investments .....cccrccccereces 14.0 14.0 14.0 14.0 14.0 
Miscellaneous Investments ..ccecceece 10.0 16.50 10.0 10.0 1G 
CPRBOUTOTAL «ccccccsacneecces 44.7 49.0 47.4 50.8 47.8 


UNITED STATES 


Canadian Government Credits ..c-cecee - - - - - 
Estimated Net Assets of Canadian 

Banks Outside Canada ..ccoccccececce 69.4 38.5 62.6 Goce 86.0 
Foreign Securities Held in Canada by 

banedien Insurance Companies ...... 116.7: ‘112.2 “= 11955" 126.2 130.2(x) 
Direct Investments ..cccccececccscors 260.0 260.0 262.0 266.0 270.0 
Miscellaneous Investments .ccccccccce 460.0 465.0 477.0 “489.0 SOLO 


GRAND TOTAL .cccee+cocrcccoes 906.1 875.7 valine 963.4 987 2 


OTHER COUNTRIES 


Canadian Government Credits ..cccoess 30.5 30.5 30.5 30.5 50.6 
Estimated Net Assets of Canadian 

Banks Outside Canada ..corecececcce 27.6 30.3 26.5 Lae 8.4 
Foreign Securities Held in Canada by 

Canadian Insurance Companies .ecees 24.6 elet 1900 25.8 26.6(x) 


Direct Investments ..ccceccccccnescece Wied Meee) eo peleaeG WSO 
Miscellaneous Investments ccoecseccces 5850 490.0 SW Arne) 385.0 383.0 


GRAND TOTAL .cccececcccevercs 637.7 645.5 636.9 625.7 621.5 


(x) Preliminary. 
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INTRODUCTION: Direct Investments and the Canadian Economy 


Pele lc 
Chapter 1. 
Chapter 2. 
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BRITISH AND FOREIGN DIRECT INVESTMENTS IN CANADA 
AND CANADIAN DIRECT INVESTMENTS ABROAD 


INTRODUCTION 


"Direct Investments" and the Canadian Economy 


The term "direct investments" has come to describe that class of interna- 
tional industrial investments which is frequently implied by the broad populer expres-- 
Sion "branch plants". The scope of the classification as used in this report is more 
thoroughly dealt with elsewhere. Direct investments represent an international migration 
of business enterprise and industrial capital and technique which is one of the charac- 
teristics of the economic organization of the twentieth century. To a lerge extent 
this has been typically an expansion of United States industry beyond the boundaries of 
the United States and the relative importance of United States direct investments in 
Canada to those from the United Kingdom and other countries is an illustration of the 
general extension of United States industry to other countries. Growth of direct in- 
vestments has been related to the growth of industrialism throughout the world, and 
there are few countries where there are not important industries from other countries. 
Thus, there have been factors causing this movement of industries which are not peculiar 
to Canada or its geographical location but which are inherent in the tariff structure 
of the world and other elements in the background of international trade. 


Growth of direct investments in Ganada has been bound up with the industrial 
development of Canada, and no doubt has been an important influence upon the accelerated 
development of the Canadian economy in recent decades. The introduction of advanced 
techniques from older industrial countries has made possible a greater development than 
would have been possible otherwise and has decreased the time necessary to achieve 
maturity. As a consequence, Canada's exports of secondary products and minerals to 
overseas countries have grown rapidly and broadened the relations of Canada with other 
countries. 


. By adding to the efficiency and variety of Canadian industry, direct invest- 
ments have contributed to the greater diversification of production in Canada. In this 
way the frame-work of the Canadian economy has been strengthened by making the country 
less dependent upon the vicissitudes of a few primary industries. Employment of a more 
stable character has been provided and there has been a greater distribution of the 
Noverhead costs" of the country, such as those incurred through the provision of trans- 
portation facilities. 


Although the total value of direct investments in Canada owned in other coun- 
tries, $2,168 million,may be an impressive total, the significance of direct invest- 
ments in their relation to Canadian-owned industries is best understood when their 

-velue is compared with the total amount of capital invested in Canada. It is estimated 
that the total amount of "business" capital invested in Canada is about $18,000,000, 000, 
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This sum includes the bonded indebtedness of governments and municipalities in Canada, 


investments in railways, all manufacturing concerns, mines and aan : 
public utilities, trading establishments, finance, etc, but does at a e pA ce 
capital in farms, domestic real estate, etc. Of this sum, it is es ima if : a x out 
$11,000,000,000 or 62 per cent is owned in Canada and 38 per ea 7H owne a We 
allowing for all classes of British and foreign investments in Vanaaa as we as e 


investments that may be considered "direct". 


Then there are marked variations in the relative importance of direct in- 
vestments in the different groups of Canadian industry. In some industries, notably 
the automobile industry, and the industries producing rubber products and electrical 
apparatus, the proportion of total production which is produced in plants owned, out— 
side of Canada is quite high. It is notable that these are mass production industrie 
which have attained a high degree of efficiency in the United States. On the other 
hand, many important Canadian industries are predominantly owned in Canada, the percen- 
tage of production in foreign owned plants being very small. Examples are provided by 
the textiles and primary steel industries. Although there are some important plants 
in the pulp and paper and hydro-electric power industries which are controlled outside 
of Canada, much the largest parts of these characteristically Canadian industries are 
controlled in Canada. Agriculture provides a conspicuous instance of Canadian owner-— 


ship. 


It must also be recognized that the foreign control which is suggested by 
foreign ownership is, in many instances, only potential. The degree to which this 
potential control is exercised varies considerably and the large total value of 
foreign direct investments in Canada is apt to be misleading unless this is understood. 
Then, this total value of investment is made up by the value of capital invested in a 
great many enterprises, many of which are small and uninfluential in their respective 
industries and trades. 


In short, the large value of foreign direct investments in Canada does not 
point to the domination of Canadian business by non-residents. Owing to the disper- 
sion of these investments over a wide field of industries, there are only a few in- 
dustrial groups in which the foreign enterprises predominate. Even in these groups 
the total foreign direct investments are usually made up of a number of competing en- 
terprises. The importance of direct investments in the Canadian economy rather lies 
in the effects they have had upon the rapid industrial development of Canada, the ad- 
vanced industrial techniques they have introduced into the country and the stimulation 
they have provided to the growth of Canada's exports of secondary products to over-— 
seas countries, and their effects upon the Canadian balance of international payments. 
Direct investments in Canada are a product of modern international commercial rela- 
tions rather than the economic penetration of Canada because of its geographical lo- 
cation. 


It should be noted that Canadian industry too has expanded beyond the bor- 
ders of Canada. The value of the direct investments of Canada in other countries, as 
shown in Part II of the report, is substantial considering the youth of most Canadian 
industries. Most of this development has been in the United States, but the West 
Indies and Latin America are also fields where Canadian companies operate extensively 
abroad. In some instances the Canadian expansion into the United States, especially 
in the case of Canadian railways, has been because of natural circumstances, for 
example, to take advantage of direct routes or to obtain supplies of raw materials. 
In other cases the movement into the United States has been due to enterprising Cana- 
gzan concerns seeking wider markets than those afforded by Canada for their products. 
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PART I BRITISH AND FOREIGN DIRECT INVESTMENTS IN CANADA 


Chapter 1. The Field Covered by Direct Investments. 


Companies incorporated in Canada 


Theoretically all external investments in Canadien corporations can be 
divided into two classes, depending upon whether control is concentrated in 
Canada or in some other country. Where control remains in Canada the external 
investment is customarily termed a "portfolio investment". Where control is trans~ 
ferred to a corporation or a group of individuals in another country it becomes 
a "direct investment". 


The distinction usually depends upon the intention of the investor at 
the time that he makes his investment in Canada. If he wishes to place money in 
a Canadian corporation and is satisfied with the existing management, he buys 
securities issued by the corporation and includes them in the portfolio of his in- 
vestments. If his intention is to start a new enterprise or to take over control 
of an existing one, his investment in Canada is a direct investment. Obviously 
it is impractical to attempt to classify investments according to the intention of 
the investor. All that can be done is to infer intentions from a limited field of 
actions. This can be carried out with a high degree of accuracy in many instances, 
but there are cases where the results are somewhat uncertain. Over 99% of the 
stock of The B. F. Goodrich Rubber Company of Canada Limited is owned by 
B. F. Goodrich Company of Akron, Ohio. (1) More than 69% of the common stock of 
Aluminium Limited is held by a small group of shareholders in the United States. (2) 


There is no difficulty in classifying these cases as direct investments. 
We can assume that the intention of the majority interests of the shareholders of 
both companies was to put money into a Canadian company to be controlled by them. 
The shareholders of Aluminium Limited are individuals and the only effective share- 
holder of The B. F. Goodrich Rubber Company of Canada Limited is a corporation, 
but the principle is the same whether applied to individuals or to corporations. 
If enough of the capital invested in a Canadian corporation is concentrated in 
another country to establish control of the corporation in that country, the cor- 
poration can be referred to as a direct investment of that country in Canada. 


Suppose that instead of 69% or more of Aluminium common only 25% was 
owned in the United States. If this amount of stock were in the hands of an or- 
ganized group of shareholders and the remaining 75% was scattered in small holdings, 
it would still be possible for the organized minority to control the direction of 
the company. Such a situation, however, is not a common occurrence, and where it 
does occur there is no guarantee that it will continue. All that can be said with 
certainty is that, as the proportion of a company's securities held in another 
country increases, the probability of the company being controlled in that country 
also increases. The situation is simplified where there is a parent company out— 
Side of Canada. In such cases the interest of the parent, whether majority or 
minority, is obviously concentrated in one place and is capable of effective ap- 
plication. In 1934 American Telephone and Telegraph Company held about a quarter of 


(1) Standerd Corporation Records, June 22, 1937. Page Oedes 


(2) National Recovery Administration, "Report on the Aluminum Industry" 
(Washington, 1935); and "The Aluminum Company of America", Fortune - September, 
1934. Pages 46-52, 100-111. 
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of Canada, while almost two-thirds were — 


held in Canada. (3) Having no information to the contrary, we must oa ha’ the — 
majority Canadian interest was scattered among mera eh sic ae _ bit, 

minority investinent of the American company was sufficient to class the Canadian 
company among United States direct investments in Canada. : 


the shares of The Bell Telephone Company 


~ 


This type of connection is often referred to as "affiliation" rather 
than as "control", but affiliation is a vague term and suggests types of connec— 
tion such as manufacturing rights or agreements which in themselves are insufficient 


to establish direct investment. 


When applying the theory of effective control outlined above to an or-— 
ganization having no parent company outside of Canada, the problem becomes more 
difficult. As a working principle the Bureau of Statistics requires concentration 
in one external country of 50% or more of the total investment in a corporation 
having no parent company outside of Canada before that corporation is classed:as a 
direct investment, Minimum concentration of 50% or more of the total investment in 
one country 1S not assumed to estaolish control in itself. It is accepted as evi- 
dence of the probable intention of the investors. When this principle is applied 
to Large companies, it is considered in conjunction with all other available data 
which might throw light on the subject. Fifty-two per cent of the common stock of 
Canadian Pacific Railway Company and 97% of the preferred were owned in. the British 
Empire outside of Canada at the end of 1936.(4)More of the company's bonds were. 
cwned in Great Britain than in any other one country. Assuming that the stock in- 
terest in the British Empire outside of Great Britain was negligible, the majority 
of the total investment was clearly in Great Britain at the end of 1936. However, | 
only two directors out of a total of eighteen were domiciled in England, and it is 
well known that the management has been in Canada since the formation of the company. 
It must be inferred from the above that the majority British interest is distribu-— 
ted among private investors who have no immediate intention of controlling the 
policy of the company. 


The last mentioned feature of direct investments has been responsible 
for much of the lack of uniformity in treatment of the subject. The Bureau of 
Foreign and Domestic Commerce of the United States Department of Commerce has made 
several investigations into the subject of direct investments in the United States. 
It includes a number of independent companies in its classification of direct in- 
vestments on a Lighter concentration in a foreign country than 50% of total invest- 
ment. In its recently published report on American direct investments in foreign 
countries, the Bureau of Foreign and Domestic Commerce defines American direct in- 
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OWNSRSHTP ' @ OF STOCK 
Canada ee Eee SAMIR * "9 Sie & Sia e.s Sis,0 ein wi dine em Wipe wis Acie e+ gE 66.5 
United States | 
American Telephone and Telegraph Gow s...tcnh sere 24.2 : 
POOL so ane 2 aieieidee p cle sia oe a us asda nee eT 4.4 
Other foreign BPS S929, wine Sih» vin a 4 Sila oie uie.s wee 2 ato el 4.9 


The Toronto Globe, November 16, 1954, 


Annual Report of Canadian Pacific Railway Company for the year ended 
December 31, 1936, De 18. 
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vestments abroad as follows: "All American investments in those foreign corpora- 
tions or enterprises which are controlled by a person or small group of persons 
(corporate or natural) domiciled in the United States, or in the management of 
which such person or group has an important voice". (5} Regarding quantitative 
measurement of control as a factor in the definition of American direct investments 
abroad, the Bureau of Foreign and Domestic Commerce states: "In no case has an in- 
vestment holding of less than 10% (of common stock) been included in this cate- 
gory, and interests of less than 20% are few in number and small in value re- 
lative to the total of direct investments".(5) The application of this principle 
to direct investments in Canada would result in considerably larger totals than 
those obtained by the method used in the present report. 


Differences of opinion exist not only as to the amount of external in- 
vestment that is normally required to establish control, but as to the type of 
security in which such external investment must be made. It is usual for corporate 
directors to be elected by the holders of common stock. Hence common stock can be 
looked upon as the "controlling" security. However, many issues of preferred stock 
have participating features which give to their holders a share in the management 
in the event of non-payment of dividends for a specified length of time. Bond 
holders are usually looked upon as creditors of a corporation rather than as owners, 
but they have a potential source of control which materializes under circumstances 
defined in the bond--generally upon default in payment of interest. For these 
reasons the Bureau of Statistics has based its classification on total investment 
rather than on stock alone or on common stock alone. In practice there are few 
cases which hinge exclusively on this question, because when Canadian companies are 
controlled out of Canada, the tendency has been (at least, until fairly recently) 
for bond issues to be floated in the same country in which stock control is held. 
It is estimated that classification according to stock alone would result in a total 
British and foreign direct investment in Canada witnin one per cent of the amount 
shown in the tables. 


There remains one other type of direct investment. The Quaker Oats’ 

Gompany of Chicago and H. J. Heinz Company of Pittsburgh both have direct invest- 
ments in Canada. Their Canadian operations differ from those which have been de- 
scribed above in that they operate Canadian branches which are controlled directly 
from their United States head offices without the intervention of Canadian subsidia- 
ry companies. This type of investment is becoming less common than it was formerly, 
and at least one large United States company which used to operate an unincorpora- 
ted branch has now incorporated a Canadian subsidiary. \° 


Some of the advantages of Canadian incorvoration are pointed out in the 
following extract: 


"Incorporation under Dominion law entitles a foreign corporation to operate 
anywhere in Canada.... Subsidiaries have to submit their own statements to the 
authorities, while a branch must submit statements for the parent company as well, 


(5) American Direct Investments in Foreign Countries - 1936. U.S. Department. . 
of Commerce; Bureau of Foreign and Domestic Commerce. Pages & and 5. 


(6) American Cyanamid Company, of New York, operated its plant at Niagara Falls, 
Ontario, without Canadian incorporation from 1907 until 1935 or 1956, ‘ 
when it transferred all its Canadian operations to its Canadian subsidia-— 
ries, North American Cyanamid Limited and Dillons-Klipstein, Limited. 
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and in some vrovinces taxation is based on total piebecc e capital which, in 
eon = Ba, : 
the case of a branch, is the capital of the parent company”. 


As to unincorvorated branches, some United States companies prefer to 
overate their Canadian plant on exactly the same basis as their cane in te 
United States. The Yale and Towne Manufacturing Company, of Stamford, onnecti- 
cut, actually dissolved its Canadian limited liability company in 1923 and has 
since then operated its Canadian plant as "The Yale and Towne Manufacturing 


Company, Canadian Branch". 


It should be noted that British and foreign investments in residen— 
tial properties, agricultural lands and other classes of real estate have not 
been included in this study of direct investments except when held through some 
corporate organization. Investments by individuals such as these are not quite 
comparable with the commercial, industrial and financial investments making up 
the direct investments shown in this report. 


Branch Plant 


The term “pranch plant”, which, in a restricted field, is sometimes 
used in the same sense as direct investment, no doubt originated from unincor-— 
porated factory branches of external manufacturing companies. Early investiga— 
tions into the subject of direct investments were mainly concerned with manufac- 
turing firms. When the field was extended to companies engaged in merchandising, 
financial and other operations, an expression of more general application was 
found necessary and "direct investment" was substituted for "branch plant". 


of Direct Investments in Canada, 


Definition o 
(Tables 1-15 inclusive) 


The definition of the companies respecting which data are included 
in the tables on direct investments in Canada (Tables 1-16) is as follows: 
"Companies carrying on some or all of their operations in Canada, which are bran- 
ches of or controlled by companies incorporated out of Canada, or are controlled 
by individuals domiciled out of Canada." A footnote to these tables states that 
"Subsidiaries of Canadian companies which come within the above definition are 
themselves considered as coming within the definition". To illustrate, before 
its reorganization in 1938, all common stock of Gatineau Power Company was owned 
by Canadian Hydro-Electric Corporation Limited, a company with Dominion charter 
having its head office in Montreal. Hence all common stock of Gatineau Power 
Company at the end of 1936 was owned in Canada. At that time, however, Canadian 
Hydro-Electric Corporation Limited was controlled by International Hydro-Elec— 
tric System, a Massachusetts corporation, which in turn was controlled by Inter-— 
netional Paper and Power Company of Boston. The effect of the above-mentioned 
footnote is to bring into the tables the indirect United States investment in 
Gatineau Power Company which otherwise would have been omitted, as that company 
does not come within the above definition of direct investment. The prevalent 


use of holding companies has rendered situations such as this fairly common in 
recent years. 


Classification by Countries of Direct Investment in Canada 


Tables dealing with direct investments in Canada have been divided in~ 
to three main groups according to the countries of origin of the external invest- 
FeveseAS @ matter of convenience such countries have been classified as 


( 
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7 : 
) American Direct Investments in Foreign Countries, United States Trade 
Information Bulletin No, 7$1.4 Pages 31-32, 


BOAT. 


fallows: 1. The United States. 2. Great Britain. 3. All other countries (in- 
cluding those parts of the British Empire other than Great Britain and Canada). 
The third classification, "all other countries", is considerably smaller than the 
other two, both in number of companies and in volume of investment, and cannot 
very well be sub-divided due to statistical limitations. In volume of investment 
France ranks next after the United States and Great Britain, due to her control- 
ling interest in the Montreal loan company, Credit Foncier Franco—Canadien. 
Switzerland, Holland, Germany, Sweden, Turkey, Norway, and Japan are among the 
other countries represented, in addition to Newfoundland, Australia and other 
parts of the British Empire. All data classified according to country of origin 
have been consolidated in another set of tables to show total British and foreign 
direct investments in Canada. 


f Geographical Distribution of Ownership 
Carrying on Business in Canada. 


Sources of Information o 
e 


of Compan 


Comopanies 


1. Stock -- Some idea has been given in the preceding pages of what 
companies are included in the field of direct investments in Canada. Before a com- 
pany can be classed as a direct investment certain facts must be known regarding 
its financial structure. A brief summary is now given of the methods by which the 
necessary data are obtained. Geographical distribution of ownership of shares is 
published by some of the larger Canadian companies. When all shares are in the 
hands of one shareholder, i.e. are held by a parent company, the information is com- 
monly given in financial publications, provided there is sufficient public interest 
in the parent company to warrant mention in such publications. However, in the 
usual case where shares are scattered, the information can only be obtained from 
the company itself. Every Canadian company is obliged to maintain a shareholders! 
register in which appear the names and addresses of all shareholders together with 
number of shares owned by each. During the past eight years, between fifteen and 
twenty thousand Canadian companies have reported geographical distribution of owner~ 
ship of their outstanding shares to the Bureau of Statistics. Of this number more 
than 2,409 represent direct investments in existence at the end of 1936. This 
should not be interpreted to mean that more than 16% of all companies in Canada are 
British or foreign direct investments. The total number of companies carrying on 
business in Canada is much larger than twenty thousand. Selective treatment was 
applied to lists of companies before questionnaires were sent out. Companies which 
appeared unlikely to contain external investment were omitted. The probability of 
external investment can be judged in many cases by the name of the company. The 
presence of directors domiciled out of Canada is another indication. The provin- 
cial gazettes publish names of companies to which extra-provincial licenses have 
been granted. Municipal boards of trade, industrial associations and other organi~- 
gations have prepared lists of companies having affiliations of one kind or another 
with parent or other companies outside of Canada. Questionnaires have been sent 
to companies on lists of this nature. For these and other reasons it has been pos- 
gible to avoid sending questionnaires to many thousands of purely Canadian com- 
panies containing little or no external capital. 


Answers received by questionnaire are confidential and are not revealed 
by the Bureau of Statistics unless combined with data from other firms in such a 
manner that individual operations cannot be identified. Wherever data regarding 
individual companies are mentioned in this report for purposes of illustration, the 
information has been obtained from published financial statements or other sources 


available to the public. 


Data on ownership of stock used in preparation of the tables in this re- 
port were obtained by questionnaires sent out during the four years 1934-1937 
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inclusive. It is the practice of the Bureau to maintain a Pret aed i. ee 
the ownership of stock in companies containing external — a ej pie oy 

found that, with a few exceptions, significant changes fe} oe ee 
country to another in stock of companies controlled out of Cana 7 i Blt 
frequently. The stock of companies in which there is active market int 

times shows significant international movements. Such companies are given excep- 
tional treatment. In most cases it has been found unnecessary to ask iad i 
for this type of information more often than once in four or five years. e ex- 
tent of the loss in accuracy occasioned by the use of reports obtained once in 4 
four or five years is discussed below in connection with geographical distribution 


of dividends and bond interest. 


Nominee Ownership 

Minor errors in the tables are occasioned by nominee shareholdings. In 
some cases there is a difference between the registered Shareholder and the bene- 
ficial owner. Market activity is an important factor in this question. A street 
certificate registered in the name of a Canadian broker may be held by the broker 
for a Canadian or for a national of another country. Little is known of the ex- 
tent of nominee ownership of the shares of Canadian companies, but it is not likely 
to affect materialiy the data in the tables, as direct investments from countries 
cutside of Canada are not likely to be a field in which there is much nominee 
ownership. It is a phenomenon more closely associated with portfolio investments 
than with direct investments. 


e. Bonds -- Due to the large number of unregistered bonds in existence, 
it is not possible to obtain equally accurate data on ownership of corporate funded 
debt as on corporate stock. Corporations are requested to give distribution of 
registered bond issues in the same questionnaire that deals with distribution of 
stock. In the case of unregistered bonds they are requested to give their closest 
estimates regarding distribution of ownership. Distribution of interest coupons 
gives corporate officials some information on which to base an estimate. Where such 
methods are inadequate, estimates have been made in the Bureau of Statistics based 
on the country in which the issues were originally floated, Financial publications 
have given particulars of the underwriting of Canadian bonds for many years. Al- 
though such sources may be accepted as reasonably accurate, it has only been pos- 
sible to make rough estimates of international movements that have occurred in 
such cases since the date of flotation, 


The total amount of corporation funded debt included in the tables on 
direct investment in Canada is approximately $496 million. This total includes 
bonds, debentures, debenture stock and other forms of long-term funded debt. Data 
regarding distribution of 79% of this amount were obtained by questionnaire from 
the issuing companies, data for 17% of the total were obtained partly from the com- 
panies and partly from other sources, and data for the balance, or 4%, were obtained 
entirely from other sources. These figures show that errors in distribution of | 
funded debt arising out of estimates based on original flotation are not likely to 
seriously affect the data in the tables. 


Number of Companies 


Reference has been made in various publications to the number of branch 
plants or branch factories which British and foreign Companies have established in 
Canada within stated periods. Such reports are seldom explicit in defining the unit 
which has been used in their compilations. At the end of 1936, General Electric 
Company of chenectady controlled five branch factories in Toronto, one in Peter- 
borough and one in Lachine, all being operated by the Canadian subsidiary, Canadian 
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General Electric Company Limited. At that time, Borden Company of New York, 
through its Canadian subsidiary, Borden's Limited, held a controlling interest 

in City Dairy Company Limited of Toronto, Ottawa Dairy Limited of Ottawa, and fif- 
teen other corporations engaged in the Canadian milk and milk products business. 
These operations might be described as seven branch plants for General Electric 
Company and seventeen for Borden Company, From the United States point of view 
they might be considered as two Canadian investments, one by General Electric 
Company and one by Borden Company. The policy of the Bureau of Statistics has 
been to adopt the corporation as the unit, irrespective of the number of factories 
or plants in which its operations are carried on. According to this method, the 
examples given above would total eighteen units. Subsidiaries of Canadian com- 
panies are included in compilations showing number of companies, irrespective of 
whether they are wholly owned or partly owned by their parent companies. 


Typically, direct investments in Canada carry on operations in one 
municipality, and usually at one location within the municipality. The widest dis- 
parity from the typical case arises in the retail merchandising chains. Great 
Atlantic and Pacific Tea Company Limited operated more than 250 Canadian retail 

outlets in 1936. Imperial Oi] Limited, although primarily a manufacturing company, 
had approximately 1,900 distributing stations and 700 gasoline service stations 
scattered throughout Ganada in 1936. 


_ The number of companies appearing in the tables is slightly smaller than. 
the total number of direct investments which were on record at the end of the year 
1936 —-.the reason being, that the records always contain a residue of companies 
for which investment data are incomplete or cannot be obtained. 


Classification according to type of business is shown in the tables on 
direct investment in Canada according to six main divisions, Companies in the 
financial field have been sub-divided into “insurance companies", "investment 
trusts", and "all others". The reason for this distinction is that the external 
investment in insurance companies has been ‘calculated by a method different from 
that applied to all other companies. As insurance companies form the largest item 
in the financial division, it was considered advisable to show their investment 
values separately as well as combined with data of other financial companies. 


Data regarding investment trusts contain an unknown amount of duplica- 
tion of information appearing elsewhere in the tables, This is dependent upon the 
extent to which investment trusts contain in their assets securities issued by 
other companies appearing in the tables. Investment Corporation of Canada Limited 
has a British charter and a head office in London, but carries on an investment 
business in Canada. If there happened to be a thousand shares of International 
Nickel common among its assets at the end of 1956, the value of the thousand shares 
would appear in the tables under mining where the value of International Nickel's 
investment in Canada is classified, and would also be reflected in the valuation 
at which Investment Corporation of Ganada Limited was carried in the financial 
classification. The separate statement revealing the amount invested in invest- 
ment trusts shows that the error due to possible duplication would not be large 
even if the assets of the companies under consideration were composed wholly of 
securities of companies appearing elsewhere in the tables. 


During recent years a number of private investment companies and personal 
holding companies with external shareholders have been incorporated in Canada. Al-. 
though some of these companies have investments in Canadian securities, there are 
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many which have not. They have a Canadian charter, maintain a set of books and 
a statutory office in Canada, but have no Canadian assets to speak of aa a 
far as this study is concerned, may be omitted. In any Caen Old tues fo) ney hs 
dian securities by such companies are more of a "portfolio" than a "direct 04 aN 
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Companies carrying on more than one kind of business create a problem 
which has necessitated somewhat arbitrary treatment. Some direct investments 
whose chief activity is manufacturing also transact a retail merchandising busi- 
ness. As investment values and geographical distribution of ownership of a com— 
pany incorporated in Canada are dependent upon securities issued by the company, 
it would not be practical to attempt to break down the total investment according 
to different activities carried on by the company. The total assets of Canadian 
Nestinghouse Company Limited shown in its annual statement as of December 3l, 
1936, amounted to $16.5 million. We know that this company carries on a manufac— 
turing and a merchandising business, but we are not in a position to say that a 
certain proportion of its assets represents an investment in manufacturing and 
the balance represents an investment in merchandising. The only practical way to 
deal with such companies is to classify the whole investment according to the chief 
activity carried on by the company. The loss in accuracy attributable to this ; 
feature is dependent upon the degree of detail which is revealed. International 
Harvester Company of Canada Limited manufactures agricultural implements, motor 
trucks, and binder twine. In the tables appearing in this report, all manufac— 
turing industries have been classed together. If different types of manufacturers 
had been shown separately, the treatment of the International Harvester Company 
would have resulted in too large a total for metal products and too small a total 
for. textiles, as the total investment in the company would be classified under 
the major activity--metal products. for this reason the classification "merchan- 
dising" appearing in the tables should be considered in relation to companies 
whose chief function is merchandising. The tables do not indicate the amount of 
external capital behind Canadian merciandising in general. Although the above 
question is of some significance in the manufacturing and merchandising fields, 
it is negligible in the other kind-of-business classifications shown in the 
tables. 


Chapter 2. Methods of evaluating British and Foreign Investments in Canada. 


A. Companies incorporated in Canada 


Reference was made above in Chapter 1, to the methods by which geo- 
graphical distribution of ownership of corporate stock and bonds was obtained. 
Corporate stock and bonds are the evidence of ownership or proprietary interest 
in a corporation. Hence, if satisfactory values can be obtained for these securi- 


ties, it becomes a simple matter of calculation to find the investment of an ex- 
ternal country in a Canadian corporation, 


Most bonds or other evidences of funded debt are repayable on maturity 
at par, Hence, for this Purpose, par is a fair value to attribute to bonds. 
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: Most issues of preferred stock have a fixed claim upon the capital and 
earnings of the issuing corporation. So long as the preferred dividends do not 
fall in arrears, the average preferred shareholder has no immediete concern in 
the amount of profit earned by his company. There is unlimited variety in the 
special provisions that have been applied to preferred shares, but the protection 
which is afforded to most issues has often the effect of restricting fluctuations 


in value and renders par or stated value a satisfactory basis for the purpose 
under consideration. 


Common s tock represents the residuary interest of the proprietor after 
any prior claims represented by preferred stock or funded debt have been satis— 
fied. Various investigators have used different methods of evaluating this resi- 
duary interest. Par value, market value, and capitalized earnings have all been 
investigated. The measure of value for common stock adopted in this study is 
the equity of the common shareholder represented by the value at which the shares 
are carried in the company's annual report plus accumulated surplus or minus ac— 
cumulated deficit.(9) Even this method is not ideal. Lack of uniformity in ac-~ 
counting practice results in different ways in which assets are valued and balance 
sheets are drawn up. When applied to a company in receivership, it may produce 
results more in accordance with the operations of the company before the receiver 
was appointed than with current operations. Although not perfect, this method 
probably produces a truer picture of investment values in common stock than any 
of the three alternatives mentioned above. It has been adopted for 1936 investi- 
gations into direct investments by the Bureau of Statistics and by the United 
States Department of Commerce. 


"Capital Employed" 


One other method of valuing common stock should be mentioned, the 
"capital employed" process used by the Bureau of Statistics in its investigation 
into direct investments in Canada in 1932. Companies in the manufacturing, 
Itining and utility fields make an annual report to the Bureau of Statistics under 
the provision of its Industrial Census. One of the questions in the ennual sche- 
dule is entitled "capital employed".(10) The purpose of the question is to arrive 


(9) In the case of companies having common and preferred stock outstanding, ac- 
cumulated deficits are applied first against the common; any deficit re- 
maining thereafter being applied against the preferred. 


(10)In the schedule requesting data as of December 31, 1932, the question was 
worded as follows: 
"CAPITAL EMPLOYED: -~ The answers should show the total amount of capital 
employed on the last day of the year. 


(a} Present value of land, buildings, fixtures, machinery, 
tools and other equipment (estimate value if rented) 
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(pb) Inventory value of materials on hand, stocks in pro- 
cess, fuel and miscellaneous supplies on hand. 
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(c} Inventory value of finished products on hand. 
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at the amount of capital employed in stated kinis of business. For pt 
from the point of view of an inquiry into the boot and shoe industry in a ay 
it is immaterial whether capital employed in this industry is owned by t a 
firms engaged in the business or is owned by other persons and rented to the ; 
In either case it is capital employed in the manufacture of 
boots and shoes. This feature of "capital employed" is an objection tor 1.08 use 
for investment purposes. Particulars are on hand regarding ownership of securi- 
ties issued by boot and shoe manufacturing companies, but nothing is known re- 
garding the owmership of manufacturing machinery or other assets which may be 
rented to the manufacturers. Again, the Census of Industry is restricted to 
firms in operation in the year for which data are reported. The purpose of the 
inguiry is to obtain current data on number of employees, wages, value of pro- 
duction and other related data in addition to capital employed. Although capi- 
tal employed may not drop to nil when a plant is temporarily out of operation, 
the other factors of oroduction which have been mentioned must of necessity drop 
to nothing or to nominal figures. Obviously an incorrect picture of 1932 opera-— 
tions in the boot and shoe industry would be shown if employees, wages, and other 
data were restricted to 1932 operations and capital employed included idle plants 
in addition to those in operation in the year 1922. Whereas, from the point of 
view of an investigation into British and foreign investments in Canada, capital 
invested in a plant which is idle should be included if temporary suspension of 
operations has not seriously impaired investment values. 


manufacturers. 


When data obtained in answer to the Industrial Census were used in 
direct investment calculations, stated value of funded debt and preferred stock 
(if any) was deducted from total "capital employed" and the balance was accepted 
as the interest of the common shareholder. Except for errors arising from 
rented property and from plants not in operation, this method gave fairly satis-— 
factory results. A Census of Merchandising Establishments referring to business 
of 1950 gave information from which 1932 data could be estimated. Other kinds 
of business were taken care of by supplementary questionnaires. 


It has not yet been possible to make a direct comparison between the 
1932 data obtained by the "capital employed" method and similar data obtained 
by the method now in use. A rough comparison has been made between the 1932 
data and the data in the tables in this report, which relate to the end of 1936. 
When adjustments regarding classification are made, the figures show close agree- 
ment considering the changes which have occurred in the four year interval be- 
tween 1932 and 1936. 


Balance Sheets 
Corporation law requires all comoanies incorporated in Canada to draw 
up a balance sheet once a year. In this statement the company's assets are 
balanced against its share Capital, funded debt and other liabilities, and the 
-fforar 3 ‘ é * 8 2 
difference is shown as an accumulated surplus or deficit. An estimate of the 
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(d) Operating capital (cash, bills and accounts 
receivable, prepaid expenses, etc.) 
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Total capital employed in this establishment. 
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amount of capital invested in a company can be obtained from either side of the 
balance sheet. The question entitled "capital employed" in the annual question— 
naire of the Census of Industry, which was referred to above, requests informa- 
tion on relevant assets. The present investigation uses relevant liabilities. 
The two methods when applied to one company seidom give identical results, but 
it was found when applied to a number of companies in a common field of business 
the results were reasonably close. 


Financial publications publish balance sheets of all the larger Canadian 
companies in which there is public interest. Direct investments, however, are a 
class of company in which there is less than average interest from:a financial 
point of view. Considerably more than hal? of the Canadian companies that are 
controlled directly in the United States are owned in the United States to the ex- 
tent of 99% or more. Financial publications cater to the investing public and 
seldom publish balance sheets of companies in which there is little market in- 
terest. As a means of obtaining security valuation data from such companies, the 
Bureau of Statistics sends an annual schedule requesting the company to abstract 
the necessary information from its balance sheet. 


Annual financial statements are drawn up as of the end of the corporate 
fiscal year, whereas the information required for the tables in this report re- 
lates to the end of the calendar year. In cases where the fiscal year is not the 
same as the calendar year, data are taken from the end of the fiscal year which 
most nearly corresponds with the calendar year. In other words, if the fiscal 
year ends in the first half of the calendar year, the data are referred back to 
the end of the previous calendar year; if the fiscal year ends in the second half 
of the calendar year, they are referred ahead to the end of the current calendar 
year. In conformity with this practice, adjustments have to be made in the date 
of issue of bonds floated in the period between the end of the calendar year and 
the end of the relevant fiscal year, e.g. if a company whose fiscal year ends on 
March 31 puts out a bond issue in February, 1937, the bond issue is included 
among those issues outstanding on December 31, 1936, even though it was not in 
existence at that time. The reason for this is that the inelusion of the bonds 
in the balance sheet of March 31, 1937, affects the equity of the shareholders; 
and bonds and stock must be taken on the same basis if the calculations are to 
give a true picture of the investment in the corporation. 


Where direct investments have not proved to be profitable to the sub- 
sidiary, parent companies have, in some cases, carried Canadian subsidiaries for 
a number of years by loans or other advances which are not reflected in the value 
at which securities of the subsidiaries are carried on the subsidiaries’ books. 
If a company, financed entirely by common stock, reports an accumulated deficit 
greater than the stated value of its stock over a period of years, there is a pre- 
sumption that it is receiving financial assistance from a parent company. In 
the present investigation, about 150 companies made reports of this kind. On the 
assumption that the information was incomplete, estimates based on "capital em- 
ployed" were used in place of data reported by the companies. 


Little is known regarding the extent of uncapitalized advances from 
parent companies. On the basis of independent investigations, it is estimated 
that the amount of accumulated advances to Canadian subsidiaries at the end of 
1936 is less than $100 million. The guestionnaire to be sent out in 1938 reques- 
ting particulars as of the end of 1937 will be extended to cover this question. 
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out of Canada by British and Foreign Direct 
Investments in Canada 


(See Part IL below for a general treatment of the whole subject 
of Canadian direct investments abroad) 


An anomalous situation arises in a few cases where a British or 
foreign direct investment in Canada finds it advantageous NO? CADET: on opera~ 
tions out of Canada, or where foreign subsidiaries are held for the oarent com— 
pany through the intermediary of the direct investment in Canada. The external 
operations may be in the country from which the external investment originated 
or in another country or countries. Lack of requisite raw material in Canada 
has caused several Canadian companies ¢dontrolled by United States capital to 
make substantial investments in countries other than Canada and the United 
States. In most cases the external operations are conducted by companies sub- 
sidiary to the Canadian company, incorporated either in Canada or in the coun- 
try in which operations are carried on. Imperial Oil Limited owns all the pre- 
ferred (voting) stock and 60% of the common of International Petroleum Company 
Limited(11), a company with Dominion charter which carries on all its opera-— . 
tions in South America. Aluminium Limited, either directly or indirectly, 
mines bauxite in British Guiana; operates a smelter and fabricating plant in . 
Italy; has a substantial interest in two smelting plants in Norway; and owns 
comoanies in seven other European countries and the Far East. The Interna- 
tional Nickel Comoany of Canada Limited has an interest of over 99% in The 
Mond Nickel Company Limited (12). which operates a nickel refinery at Clydach, 
Wales, with annual capacity of 21,900 tons of refined metal. Wholly-.owned sub— 
sidiaries of Ford Motor Company of Canada Limited operate assembly plants at 
Port Elizabeth, South Africa; Geelong, Australia; Bombay, India; Singapore, 
Straits Settlements; and Wellington, New Zealand. 


Operations out of Canada are carried on by eight companies which 
come within the definition of British or foreign direct investments in Canada. 
These companies have total investments abroad of $125 million, of which: over 
99% is due to operations of the four companies mentioned above. “4 


Before investment data for such companies were included in Tables 
1-17 on British and foreign direct investments in Canada, deductions had to be 
made on account of investments abroad. As mentioned above, the amount of capi- 
tal in a Canadian company controlled abroad is obtained from the values at which 
the company's securities are carried on its ow books. In the same manner, as. 
will be seen in Part II below, the amount of a Canadian direct investment abroad 
is usually obtained from the value at which the investment is carried on the, ~ | 
books of the company outside of Canada. But investments out of Canada are not 
always carried at the same valuation on the books of the Canadian company as 
on the books of the company abroad. Hence data in Tables 26 and 27 relating to 
Canadian direct investments abroad have not been used to adjust total invest-— 
ment data of companies overating in Canada and out .of Canada in order to arrive 
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at net investment in Canada. For this purpose, the values of investments out of 
Canada were obtained from the books of the Canadian company wherever possible, 
and were deducted from total investments obtained from the same source. In a 
few instances where the value of investments out of Canada was not shown in the 
books of the Canadian company, estimates from other sources were used. 


B. Unincorporated Canadian branches of British 
oreign companies 


Avproximately 32.2% of the unincorporated Canadian branches of British 
or foreign companies are engaged in manufacturing, mining, or one of the group 
of businesses classed as "utility". Such companies report "capital employed" to 
the Census of Industry of the Bureau of Statistics every year. This valuation 
has been acceoted for these companies in preference to an estimate based on the 
companies’ total capitalization. With the exception of insurance companies, 
firms in all other fields of operation are sent a questionnaire worded in a simi- 
lar manner to the "capital employed" question of the Gensus of Industry. 


The investment of British and foreign insurance companies licensed to 
operate branches in Canada is valued according to the excess of assets over lia- 
bilities in Canada, as shown in the Report of the Superintendent of Insurance. 
These assets are limited to the assets of the Canadian branches doing business in 
Canada. If the home offices of the companies abroad hold other Canadian securi- 
ties, these are more definitely comparable to "portfolio" investments in Canada. 
It should be recognized that even the assets of the branches in Canada have a cer~ 
tain "portfolio" character as, for the most part, they take the form of bonds of 
Canadian governments and municipalities. However, the fact that these investments 
are closely related to the business of the Canadian branches of the companies 
gives them a place in this study of direct investments. 


Chavter 2. Dividends and Bond Interest. 
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Tables 18-25 inclusive give pnarticulars of dividend and irterest pay- 
ments by those of the companies included in Tables 1-17 which are incorporated in 
Canada. These payments of interest and divicendsshould not be taken as a measure 
of the entire yield upon the direct investments in Canada. Apart from the vossi- 
bility of profits being reinvested in Canada, there are other international remit-~ 
tances of both a current and capital nature with effects upon the Canadian balance 
of payments comparable to those arising from the remittance of interest and divi~ 
dends. The effects of direct investments upon the balance of payments are dis-— 
cussed at greater length in Part III of this Report. Furthermore, unincoroorated 
Canadian branches of companies incoroorated out of Canada may contribute earnings 
to the head office account from which dividends may subsequently be »vaid, but such 
payments cannot be accepted as dividends on Canadian overations. To attempt to 
break down the income and surplus accounts of such companies and estimate the pro- 
portion of total dividend payments arising from Canadian operations would vrobably 
require more information than the companies themselves have on hand, For the sake 
of uniformity, this principle has been applied to companies incorporated abroad 
which carry on all or almost all of their operations in Canada. For example, 
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Hudson's Bay Company is controlled by suareholders in Great Pee me 
aulds (Canada), Limited, is controlled by Courtaulds Limited of Lon pe ie rss 
Operations of Courtaulds (Canada), Limited are entirely in Canada = . : aa 
Bay Company's activities are aimost all in Canada, hence it might e in ek ne 
that dividends of both companies should be included in a report on eo inves 
ments in Canada. However, the situation exemolified by Hudson! s Bay Company is i 
exceptional. In most cases where Canadian operations are carried on without the 
intervention of a subsidiary Canadian company, the investment in Canada is sup- 
olemental to a larger investment out of Canada. 


Dividends and bond interest have been distributed according to the same 
s<ind-of-business classifications and the same geograohical areas as were used in 
Tables 1-17. United States investments, British investments, and investments of 
all other countries have been shown separately and together. The difference be- 
tween dividend payments on common stock and on preferred stock was not considered 
significant enough to warrant separate tables for each class of stock. The re- 
sult of this treatment of the subject is, for example, that Table 18 shows divi- 
dends paid by the same companies for which investment data are shown in Tables 1 
and 2, and Table 19 corresponds to ‘lables 12 and 13. 


Another feature interferes with perfect relationship between dividend 
data and investment data. For the same reasons that dividends from Canadian op- 
erations of British or foreign companies could not be included, it has not been 
oossible to make deductions from dividends paid by Canadian companies on account 
of operations abroad. Imperial Oi! Limited disbursed a total of $119 million in 
dividends during the five year period ending on December 31, 1936.(13) It is well 
known that part of this amount is due to dividends obtained from South American 
investments, but it is questionable whether the total could ever be fairly divi- 
ded between Canadian operations and South American operations. As mentioned: in 
Chapter 3, total investments abroad of all companies classed as British and 
foreign Girect investments in Canada, amount to no more than $125 million, which 
is only five per cent of the total investment of such comoanies in Canada. and 
out of Canada. From the point of view of investment values, the question is of 
small importance, but it haovens that two of the eight companies involved are 
among the largest dividend payers in Canada. This renders the question more 
Significant from the point of view of dividend payments. 


rs 


Geographical distribution of dividends is carried out according to the 
same principles which govern distribution of investment values. The result is 
that the Tables show dividend payments to shareholders registered in Canada, the 
United States, Great Britain, Other Countries. For a discussion of possible dif- 
ferences between registered shareholders and beneficial shareholders see above 
in Chapter 1 under the heading "Nominee Ownership", 


[t was possible to make a valuable check on the accuracy of geograpohi- 
cal distribution of dividends obtained by the above method, by comparison with 
data obtained from an independent source. An annual questionnaire requésting® 
particulars of current movements of funds between parent companies out of Canada 
and subsidiary companies in Canada is sent to all the companies in this report 
which have parent Companies abroad. One of the questions in this questionnaire 
requests the total amount of dividends paid out of Canada in the current calendar 
year. Totals obtained from this questionnaire for each of the years 1933, 1934, 
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and 1935 were found to be within 1% of corresponding payments out of Canada ob- 
tained by the method first discussed. This check is of some value as an indica- 


tion of the accuracy of geographical distribution of investment values appearing 
in Tables 1-17. 


Interest on bonds and other forms of funded debt, unlike dividends, is 
a fixed charge, payable not only on certain definite dates each year but also, as 
a rule, at specified places and in a specified currency or currencies. For this 
reason the ratio between total interest paid in any year and total funded debt is 
less liable to severe fluctuations than the ratio between total dividends and total 
shareholders’ equity. In the 1936 tables the question of the currency in which 
interest is payable has been disregarded. In many cases payments were made in Bri- 
tish or American funds or carried the option of such payment, but the additional 
amounts which might have to be paid on account of unfavourable exchange rates would 
represent only a negligible fraction of the total, and their determination would 
involve complications in the work of tabulation which would be entirely dispropor- 
tionate to the small adjustments to be made. 


Chapter 4. Analysis of Tables 


reliminary Note 


The Tables accompanying this report include a considerable variety of 
data, and in order to avoid ambiguity or undue repetition of explanatory phrases 
it is desirable to attach a definite and restricted meaning to certain terms 
used. The following terms will be used frequently in this chapter, with strict 
adherence to the definitions given below: 


Direct Investment: the value of the investments owned by security-—hol- 
ders, located in one of the three external geographical areas (the United States, 
Great Britain, and all other countries), in Canadian enterprises whose controlling 
interests are located in the same area. 


Investment: when the word "investment" is used without the adjective 
"direct", it includes "direct investment" as defined above, and also the equity of 
minority interests, if any, located in Canada or other geographical areas other 
than the area of control. In short, it represents the total value of the enter- 
prises controlled. 


(This distinction between "direct investment" and mere "investment" is 
important. Reference to Table 5, for example, shows that a total American "direct 
investinent" of approximately $1,706 million establishes American control of Cana— 
dian enterprises representing a total "investment" of approximately $2,180 million.) 


Branches: includes not only unincorporated extensions in Canada of the 
operations of British and foreign companies, but also companies which operate 
mainly or wholly in Canada although they were incorporated in another country and 
maintain their head office there. All Canadian operations of any one such company 


are treated as a single unit. 


Companies or Enterprises: generally used as convenient terms to include 
both companies incorporated in Canada and "branches" as ass above. In the 
section on "Dividends and Interest Payments" the word "company Ais used solely 
with reference to companies incorporated in Canada, but this point is made clear 
in the text and there is no danger of confusion. 


Bonds: this word is occasionally used for convenience to cover all 
varieties of long-term funded debt, whether described as bonds, debentures, deben~ 
ture stock or otherwise. Similarly the word "bondholders" is used as a convenient 
term for all holders of such securities. rN 


Interest: restricted in this chapter to mean interest on funded debt 
only, and exciudes such items as interest on bank loans, overdue accounts, etc. 


I. AMERICAN DIRECT INVESTMENT. 


One of the most striking facts revealed by analysis of figures relating 
to British and foreign direct investments in Canada is the preponderance of 
American interest over that of other countries. This preponderance appears not 
only in the grand total, but also in each of the six types of business into which 
direct investments in Canada have been classified. Only in the financial group 
does investment from another source come even close to equality with the American 
investment: in this group 43.2 per cent of the total investment is of British 
origin, against an American interest of 44.7 per cent. American capital controls 
62.2 per cent of the total number of companies in the financial group, represen-- ~ 
ting 46.1 per cent of the total investment in the group, whereas corresponding 
figures for British control are--52.6 per cent of the number of companies, with 
45.0 per cent of the total investment. In each of the other: five groups American 
capital controls approximately from 7) to 90 per cent of the number of companies 
involved, representing from 72.3 ber cent up to 98.2 per cent of the capital in- 
vested in each group. 


American capital controls more than four times as many Canadian com-— 
panies as does British capital, and about twenty~eight times as many Canadian com-— 
panies as are controlled in all countries other than Canada, the United States 
and Great Britain. If one considers these external ly-controlled companies in the 
light of total investment therein instead of actual numbers of companies, one 
finds that 80.3 per cent of the investment is in American-control led companies, 
18.2 per cent in Companies controlled in Great Britain, and 1.5 ver cent in com- 
panies controlled in other countries outside of Canada, Of course, in many of 
these companies a minority interest is held by Canadians, about one-sixth (16.8 
per cent) of the total capital invested in all externally~controlled companies 
being of Canadian origin (see Figure 1l.). 4 


, it is interesting to consider the above facts regarding external direct 
Lighed he open poanada in conjunction with data regarding foreign investments pub- 
lished by the United States Department of Commerce, In their publication. "Ameri- 
can Direct Investments in Foreign Countries -~ 1936" it is stated that "American 
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"Canada itself supplied a good-sizedimarket for manufactured goods owing to 
the relatively high average purchasing: power of its population. However, the 
attractiveness of the Dominion as the location for branch and subsidiary plants 
of American companies was not dependent solely on the Canadian market. There was 
the additional advantage of being in a preferred position to serve the British 


Empire market from a location near enough to permit close parent company super- 
vision." (14} 


American influence has permeated the different kinds of business in Canada 
to varying extents, as the following table shows. The distribution by type of 
business of American-controlled enterprises is here given (a) according to number 
of units, (b) according to total value of the direct investment, and (c) according 
to the total investment in the enterprises in question. The three sections of the 
table are not identical, chiefly as a result of differences in average size of 
units, but partly also as a result of the participation by Canadian and other non- 
American interests to a greater or less extent in the securities of many American- 
controlled Canadian companies. 


Table A--Distribution by kinds of business of American~controlled enterprises in 
Canada. 
(a} according to number of units controlled: 


Kind of Business Percentage 
Manufacturing 51.8 
Merchandising 18.8 
Financial 12.5 
Miscellaneous Dad 
Utility 566 
Mining Bik 
100.0 


(b) according to total value of American direct investment. 


Kind of Business Percentage 
Manufacturing 48.2 
Utility ; 21.6 
Mining 12.8 
Financial gee 
Merchandising 509 
Miscellaneous e200. 
100.0 


(c) according to total investment (including non-American minority interests) . 


Kind of Business Percentage 


Manufacturing 43.6 
Utility. 25.6 
Mining Lee 
Financial Ten 
Merchandising 5.1 
Miscellaneous 5.0 

0.0 


(44) U.S. Department of Commerce, Bureau of Foreign and Domestic Commerce, "Ameri- 
can Direct Investments in Foreign Gountries--1936", ,page 19; Washington, 1938. 
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More than half of the number of American-controlled units in iri 
industry are seen from this table to oe manufacturing plants, Bntee nepraete 
nearly half of the total American direct investment and a somewha ey * er Oat 
nortion (43.6 per cent) of the total valuation of all American-con rol e er 3 
prises. Utility companies take second place on the basis of either direct in- 
yestment or total valuation, but they represent only 5.6 per cent of the number 
of units--the reason being that companies of this type are generally of large 
size compared with those in most other kinds of business. 


The mining industry (which includes smelting and refining) takes a 
fairly high place in the table by value of investment, although it contains the 
smallest number of units---indicating the relatively large size of many of the 
units, and the general activity of the industry. Merchandising comoanies fee 
prise almost one-fifth of the total number, but scarcely more than one-twentie 
of the direct or total investments many of these are wholly-owned by American 
manufacturing companies and exist solely for the distribution of the parent com- 
pany’s products in Canada, while others, including several well-known chain 
stores, are extensions of merchandising companies which serve a wide market in 
the Uni ted States and are run on almost identical lines in both countries, Mis-— 
cellaneous companies form only a smeil part, on the basis of either:number or 
value, of the totals they include such diversified businesses as construction 
work, correspondence schools, etc. 


Companies in the financic! group may be subdivided into insurance 
companies, investment trusts and others. Insurance companies are the most 
numerous, over four-fifths (80.8 per cent) of the number of companies in. the 
group falling into this category. They represent 77.2 per cent of the: direct in- 
vestment and 74.7 per cent of the total investment in the group. Almost all of 
these are branches of American companies which have not been incorporated in Canada 
but are licensed to operate in this country. Investment trusts are few but of 
some importance, as they represent 4.8 per cent of the number, 2.9 per cent of the 
direct investment and 6.4 per cent of the total investment. Other financial com— 
panies (in the fields cf real estate, automobile loans, etc.) account for the 
remaining 14.4 per cent of the number and 18.9 per cent of both the. direct invest- 
ment and the total investment in the group. 


A question naturally arises: in how many of these companies is control 
entive, and in how many partial? This matter was recently studied in considerable 
detail by the Dominion Bureau of Statisties, with illuminating results. In the 
first place, of course, one deducts from the total number the 4326 branches of 
American companies which are not incorporated in Canada, The remainder,-. consis~ 
ting of companies with Canadian charters, are classified under four headings as 
follows: 

(a) Companies whose Stocks and bonds are owned in the United States to the 
extent of less than 99 per cent (34.7 per cent of the total number), 


f 


(b) Companies whose stocks and bonds are owned in the United States to the 
extent of 99 per cent or over (52.8 per cent). 


(e) Partly-owned subsidiaries of companies in (b), less than 99 per cent of 
whose siocks and bonds are owned in the United States (0.7 per cent). (A partly- 
owned subsidiary of a Company in (b) with a non-American minority interest of 
less than one per cent is included in (b)). 


(d) Wholly-owned Subsidiaries of companies in (a) and (b) (11.8 per cent). 


' Companies under heading (a) are, on the average, much larger than those 
in any cf the other three classes, and are more often vartly financed by bond is- 
sues, which is one factor tending towards non-American participation in their 
ownership. It is worthy of remark that class (b) includes more than half of the 
total number of companies in all four classes; if to these one adds the 426 unin- 
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corporated Canadian branches of American companies, one finds that ownership is 
virtually entire in over sixty per cent of the total number of American~controlled 
enterprises in Canada. To these could be added a certain number of wholly-owned 


subsidiaries in class (d), but even without these the trend towards complete con- 
trol is unmistakable. 


Minority non-American interest, where such exists in any of these com- 
panies, is (as might be expected) chiefly Canadian. In the whole field covered, 
such minority interest amounts to $472,849,400 or 21.7 per cent of the total value 
of the investment; it is distributed as followss 18.5 per cent held in Canada, 

2.9 per cent in Great Britain, and only 0.4 per cent in other foreign: countries. 
More than half of the minority participation by British and other foreign interests 
is in the mining group; Canadian participation is more diversified, being strongest 
in the utility group (largely on account of the ownership of over $80,000,000 of 
bonds in this group by Canadian investors). 


II. BRITISH DIRECT INVESTMENT, 


British direct investment in Canada is of older establishment than Ameri- 
can, but has been generally outdistanced by the latter during the twentieth cen- 
tury. It has been remarked above that American direct investment in Canada is most 
notable in the manufacturing, utility and mining fields, where post-war activity 
was specially marked. The following table shows the distribution by kinds of busi- 
ness of British-controlled enterprises, according to number of units controlled 
and to direct and total investment. 


Table B. Distribution by kinds of business of British-controlled enterprises in 
Ganada. 


(a) according to number of units controlled: 


Kind of Business Percentage 
Financial $5.8 
Manufacturing 28.8 
Merchandising 28.6 
Mining 4.4 
Miscellaneous Zao 
Utility ess 
100.0 


(b) according to total value of British direct investment: 


Kind of Business Percentage 
Manufacturing 3605 
Financial 35.5 
Utility 13.4 
Merchandising 8.8 
Mining 5.6 
Miscellaneous 0.2 


re 


(c) according to total investment (including non-British minority interests): 


’ 


Kind of Business Percentage 
Manufacturing 41.0 
Financial 52 09 
Utility 12.0 
Merchandising 8.2 
Mining Gel 
Miscellaneous 2102 
100.0 


Se 


The most notable feature of this table is that financiel enterprises ac-— 
count for approximately one-third of the total both in number and valuation. 
Manufacturing companies and merchandising companies are about equal in number, but 
the former bulk four times as large in direct investment and five times.as large 
in total investment as the latter. As in the case of American-controlled concerns, 
many of the merchandising units are simply distributors of parent manufacturing 
companies' products, but none of them are chain store extensions of the type so 
prominent in the corresponding American~controlled group. Mining and utility com~ 
panies are few, butnot unimportant from the point of view of value of investment. 
These five kinds of companies include all but one-fifth of one per: cent: of both 
the direct and the total investment in all British-controlled enterprises in 
Canada, the almost negligible residue being apportioned among the nine. companies 
classified as miscellaneous. 


Looking at the financial group more closely, we find that insurance 
companies form the largest part of the group with 75.5 per cent of the number of 
units and 60.7 per cent of the direct, 58.4 per cent of the total.valuation. 
There are only six investment trusts (4.5 per cent of the total number), but they 
constitute 6.8 per cent of the direct investment and no less than 10:0 per cent 
of the total valuation of the grouo. ‘The remaining twenty per cent of the com- 
panies are nearly all engaged in loan and mortgage or real estate business, and 
account for almost one-third of both the direct and the total investment (32.5 
per cent and 51.6 per cent respectively) . 


TIT. "OTHER FOREIGN" DIRECT INVESTMENT , 


Of all units of Canadian industry controlled outside the country, 
only 2.9 per cent of the number (representing 1.5 per cent of the total valua- 
tion) are controlled elsewhere than in the United States or Great Britain. The 
controlling interests of these are widely distributed: there are Canadian enter-— 
prises which are branches or subsidiaries of parent companies located in Europe 
(chiefly in France and Switzerland, but also in Germany, Holland, Norway and 
Sweden), in Asia, in Africa and in Australasias but no branches or subsidiaries 
of Latin-American corporations are reported in Canada. 


The industrial distribution of companies controlled in "other foreign" 
countries differs considerably from that of either American or British--controlled 
companies, as may be seen from the following table. 
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Table C. Distribution by kinds of business of 


"other foreign-controlled" enter~ 
prises in Canada. 


(a) according to number of units controlled: 


Kind of Business Percentage 
Merchandising 37 oo 
Financial aden 
Manufacturing 19.4 
Utility Sao 
Miscellaneous A? 
Mining 4.2 
100.0 


(b) according to total value of "other foreign" direct investment: 


Kind of Business Percentage 
Financial flere 
Utility 7.8 
Manufacturing yay 
Merchandising 6.0 
Mining 1.4 
Miscellaneous We oe 
100.0 


| 
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(c) according to total investment (including Canadian, American and 
British minority interests): 


Kind of Business Percentage 
Financial 76 8 
Utility 11.2 
Manufacturing 500 
Merchandising 500 
Mining 1.8 
Miscellaneous Owk: 

' 100.0 


The total number of units under “other foreign" control is only 
seventy-two, and most of these are small, so that the presence of one or two large 
companies in the financial group is sufficient to give the latter more than three- 
quarters of both the direct and the total investment. There are no investment 
trusts in Canada under “other foreign" control; insurance companies account for 
15.6 per cent of the direct investment in the financial group and “other financial 
companies" for the remaining 84.4 per cent. Corresponding figures for the total 
investment in the group are: insurance companies 11.9 per cent, others 88.1 per 
cent. The small group of four companies classified as “other financial" (prin- 
cipally engaged in loan and mortgage business) account for almost exactly two- 
thirds of all the “other foreign" direct investment in Canada. 


Outside the financiel group, “other foreign" direct investment in Canada 
is distributed fairly evenly among the utility, manufacturing and merchandising 
groups, with very small interest in mining and miscellaneous companies. The total 
amount of "other foreign" direct investment in these five groups barely exceeds 
#6,500,000, and the total investment in them is less than $10,000,000. 
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IV. GEOGRAPHICAL DISTRIBUTION OF CAPITAL INVESTED. 


invested in Canada by other coumtries has been kept in the background, and atten- 
tion principally directed to classification by external control. Hpi the two 
subjects follow parallel lines to a certain extent, they present different Pat ) 
tures on account of the existence of minority interests (both Canadian and oreign ; 
in many externally-controlled companies. In the American-controlled division these 
minority interests amount to 21.7 per cent of the total suck Sala ia (18.5 per cent 
Canadian, 2.9 per cent British and 0.3 per cent “other foreign )s; in the British— 
controlled division to 13.0 per cent (8.6 per cent Canadian, 3.8 per eent American 
and 0.6 per cent “other foreign"); and in the division controlled elsewhere abroad 
to 26.6 per cent, practically entirely Canadian. Taking all three divisions to~ 
gether, we find that the total value of the investment therein is owned as follows: 
in Canada, 16.8 per cent; in the United States, 63.6 per cent; in Great Britain, 
18.1 per cent; and elsewhere abroad, 1.5 per cent. 


| 
In the preceding sections of this chapter the subject of actual capital 4 
F 
i. 


The proportions in which tne total investment from each external: area in 
all externally—controlled companies is distributed among different kinds of busi- 
ness is shown in Table D. Table E presents the same basic data in anotherforn, 
showiiz the geographical distribution of the investment in each kind of business. 
Table D. Industrial distribution of external investment from different. sources 

(including minority interests) in externally-controlled Canadian companies. 

‘Source of Investment = Distribution of Investment 
Kind of Business Percentage of 
Total Investment 
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United States of Manufacturing 48.5 
America Utility cle 
Mining l26867: | 
Financial Soe 
Merchandising 558 
Miscellaneous 206 
10040" - 
Great Britain Manufacturing 2508 
Financial 51.8 
Utility 1357 
Mining 11.6 
Merchandising ToT 
Miscellaneous 1 we 
100.0. 
Other Foreign Financial 61.7 
Countries Mining L239 
Manufacturing 11.2 
Utility B.cf 
Merchandising 4.6 
Misceilaneous 0.9. 
100.0 


(The industrial distribution of the total investment (including Canadian | 


as well as external participation) in all externally-controlled Canadian companies 
is shown diagrammatically in Figure 2.) 
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Table E. Geographical distribution of total investment in externally-—controlled 
. Canadian companies, by kinds of business. 


Percentage of Total Investment owned in! 
Kind of Business Canada ' United Great Elsewhere 
Nes eo Statestes Britain Abroad 
Manufacturing Le oil 1225 15.0 0.4 
Mining Zeel 60.7 LS? aS 
Utility 50.0 58.6 10.8 0.6 
Merchandising 8.4 65.6 24.8 gee 
Financial Drea 44.7 43.2 (Pr 
Miscellaneous 29.3 6645 536 0.6 


All kinds of 


é ISIS} S566 use 1.5 
Business 
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Curiously enough, Table D shows that each geographical area applies ap- 
proximately the same percentage of its total investment to mining companies (12.8 
per cent of the American investment, 11.6 per cent of the British, 12.9 per cent 
of the “other foreign"), but in all other types of business investment from the 
three sources is distributed in widely differing proportions. The small eroup of 
unrelated companies classified as "miscellaneous" has attracted a considerably 
larger proportion of American capital than of capital from other countries; at the 
other extreme, financial companies represent less than ten per cent of the American 
investment, but over thirty per cent of the British and over sixty per cent of the 
"other foreign" investment. The different relative importance of manufacturing com— 
"panies in the three sections of Table D is in harmony with the remarks made in the 
paragraph immediately following Table A earlier in this chapter, referring particu— 
larly to external controls it will also be observed from Table E that the manufac- 
turing group has a higher percentage of American investment and a lower percentage 
of “other foreign" investment than any other. 


Utilities bulk largely in the American investment (principally telephone 
and hydro-electric power companies), but rank third, after manufacturing and finan- 
cial companies, in the distribution of the total British investment. British control 
of Canadian utilities is confined to railway and steamship companies, but Tables D 
and E also take cognisance of almost $10,000,000 of British minority interest in 
American-controlled utilities of more diversified types. Similarly, direct invest- 
ment in Canadian utilities by "other foreign" countries is largely represented by 
the Canadian assets of steamship companies operating between Canada and lands beyond 
the Atlantic and Pacific oceans, but almost one-third of the "other foreign" utility 
investment shown in the tables consists of minority holdings in American-controlled 
utilities of other kinds, 


The following data regarding geographical distribution of ownership in the © 
various types of financial companies may be given here, as a supplement to Table E. 
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From these figures one or two significant facts emerge. The Canadian 
interest in externally—controlled insurance companies would appear to be sur- 
prisingly low, were it not for the circumstance that the majority of these | 
comoanies operate in Canada through unincorporated branches and not throne . 
Canadian subsidiary companies. (See below under "Types of Organization -) 
Canadians have manifested considerable interest in externally—controlled invest- 
ment trusts, as is evidenced by the fact that they own nearly one-fifth of 
the total investment in the eighteen companies of this type. Although none of 
these eighteen companies is eontrolled by foreign investors outside of the 
United States and Great Britain, such foreign investors participate in their 
ownership to the extent of 4.2 per cent. 


The high percentage of ownership by residents "elsewhere abroad" in 
companies classified as “other financial" is due to heavy European (principally 
French) investment in the field of Canadian loans and mortgages. 


V, TYPES OF ORGANIZATION. 


There are four ways in which externally—econtrolled Ganadian companies 
may be organized in order to maintain connection with the controlling interests 
in another country. 


(1) A foreign company may operate a branch in Canada, without obtaining 
a Canadian charter for the latter. Under this heading one includes also such 
companies as the Hudson's Bay Company, which are incorporated abroad but operate 
wholly or mainly in Canada. 


(2) A foreign company may form a Canadian subsidiary company, retaining con~ 
trol by ownershio of a majority or the entire issued amount of the subsidiary's 
securities. 


(3) There are many Canadian companies, a majority or all of whose issued 
securities are held abroad by private individuals or groups, not by a parent 
company. This type includes such cases as that in which the same individuals 
or groups own the stock of a foreign company in the same line of business and 
possibly operating under a similar name, but where there is no corporate connec- 
tion between the Canadian and the foreign company. 


(4) A Canadian company may be a subsidiary of a company of type (2) or 
type (3), and is then held to be under the same external control as the parent — 
company > 


Figure 3 illustrates how the total number of externally—controlled 
Canadian companies is distributed among these four types of organization. A 
large majority (76.8 per cent) are directly controlled by a parent company 
abroad, more than two-thirds of these (52.1 per cent of the total number) 
being subsidiary companies incorporated in Canada, and the remainder (24.7 
per cent of the total number) being unincorporated branches licensed to do 
business in this country. Companies of the third type account for 12.4 per 
cent of the total number——in other words, of Canadian enterprises controlled 
abroad, more than six timesas many are branches or subsidiaries of parent com- 
panies as are controlled by external non-corporate interests. Only 10.8 per 
cent of the total number of units are Canadian subsidiaries of companies of 
the second or third type-—many of them being wholly-owned by the latter and in- 
corporated merely for such purposes as holding title to real estate, etc. 
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Throughout the present investigation separate records have been kept 
regarding investment in concerns of the first type (see Tables 4, 9 and Nes ps 
although no attempt has been made to tabulate investment in the other three types 


separately. From these data we obtain the comparative information set out below 
in Table F. 


1 
Table F. Percentages of total value of investment in externally—controlled Cana-— 
dian companies applicable to companies incorporated in Canada and to un-~ 
incorporated Canadian branches of British and foreign companies. (15) 


cry a ~ re cee en 


.Percentage of Total Investment in 


Source of Investment Companies incorporated Unincorporated Branches 
peer ee en Caneda . of External Companies _ 
United States 88.8 Bis oe 

Great Britain (es 2860 

Other Foreign Countries Sine 12.8 


All countries outside 
of Canada 


85.0 15.0 


The fact that such a comparatively large proportion of British direct 
investment in Canada is in enterprises which have no separate Canadian incorpora~ 
tion is less surprising when one recollects that the interest of British capital 
in this country dates far back in Canadian history. The instance of the Hudson's 
Bay Company, incorporated in England over two and a half centuries ago, has al- 
ready been quoted, and there are other British companies still in existence which 
were formed for the development of Canada's resources during the Confederation era 
or even earlier. 


Some further light is thrown upon this question by analysis of the in- 
vestment in unincorporated Canadian branches of companies abroad according to the 
kind of business, as shown in the following table. 


Table G. Percentages of external investment from different sources in unincor- 
porated Canadian branches of external companies, as distributed among 
different kinds of business. 
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Percentage of Total Investment derived from 


Kind of Business United Great Other All Countries 
Rah) OC lesce rs States... Britain... ~Conmtriess) wi souwtside Canedae lian 
Manufacturing Rowe 565 13 2 14.9 
Mining Lol 1.6 ~ 1.8 
Utility aD - Oat es 
Merchandising pa Clee R08 10.9 
Financial 66.3 74.4 78 8 69.9 
Miscellaneous A Oe 22065 ies ree 260) 
100.0 100.0 100.0. 100.0 __ 


It is noteworthy that in each of the columns of this table financial 
companies account for a major proportion of the total, because of the large num~ 
ber of insurance companies included in the financial group. Out of a total 


(15) See definition of the term "branches" as here used, page 17. 
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ernally--controlled iusuance companies operating in Canada, only 
Bo tata eae gout) tare obtained a Canadian charter. Another point of snk eg a 
that while 20.2 per cent of the British investment in unl Dar vena see ie eHe 
Canada is in merchandising concerns, and only 3.4 per cent in gar ee 
these proportions are practically reversed for American Sate en (afete 
ment. The percentages of the total applicable to other inds ty 4 oF ae 
utility and miscellaneous) are comparatively small, indicating. at. aS ae *i 
the greater advantages of operating through subsidiary companies are widely g- 
nized. 


VI. TYPES OF SECURITIES. 


For the purposes of the present tabulations, investment in companies in- 
corporated in Canada has been classified under three headings---common stock, pre- 
ferred stock, and funded debt (which may be described in individual cases as 
bonds, debentures, debenture stock, or otherwise). In some cases the dividing 
line between common and preferred stocks is ill-defined, and the classification of 
a security as one or the other may incline to be arbitrary. In one or two cases 
there exists a certain vagueness of description of a liability which makes its 
classification as "funded debt" a«debatable point, but these cases are insignifi- 
cant both in number and amounts involved. Tables 1-3, 6-8, and 12-14 embody the 
results of this classification by types of securities. ma a 


A restricted examination only of these tables will ve made here, because 
of the fact that all reports published by the Dominion Bureau of Statistics are 
so compiled that no information pertaining to any individual company is disclosed 
or can be deduced from published data, In all previous analyses in this chapter 
there has been no instance in which there was danger of disclosing such informa- ? 
tion, but in certain classifications of externally-controlied companies it has been 
discovered that to divide the forms of investment into common sock; preferred °- 
stock and funded debt would result in revealing data regarding one or more corpora— 
tions. For that reason certain figures have been removed from the table in which | 
they should properly have been placed and added to another table (e.g., funded. 
debt or:preferred stock has been added to common stock); The point is stressed, 
however, that these adjustments affect only the classification by types -of securi- 
ties, and do not affect in any way the total figures regarding investment values 
classified by geographical distribution of ownership or by kind of business; The 
total amount of all the items which have thus been transferred from one classifi- 
cation to another is approximately $39,000,000, or less than one and one-half per 
cent of the grand total amount tabulated. 


One point of great significance may be noted in regard to. the classifi- 
cation of investment by types of securities. For several years (after 1931) the — 
rates of exchange of British and United States currency were subject to consider- 
able fluctuations, which frequently operated heavily to the disadvantage of those 
Canadian corporations which have been under cbligation to pay interest on bonds, 
etc., in these currencies. There has, therefore, been a strong inducement komareie 
such corporations to call for redemption bonds with the option of payment in foreign 
currency (which were in many cases held abroad), obtaining the funds to do so by 
issuing new bonds on the Canadian market, payable in Canadian currenéy. The result 
of this has been a gradual diminution in the amount of Canadian corvoration bonds 
held abroad during these years. Common and preferred stocks have been little af- 
fected by these conditions, except in certain cases where, instead of retiring 
bonds payable in external currencies, corporations exchanged new shares for these. _ 

Another point to be bor 
such as merchandising and mining— 
of bonds is usually small, while i 


ne in mind is that in sone kinds of biisinews—" 
the proportion of financing done by the issue 
n others—-particularly in the utility gro 
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frequently occurs that the funded debt of a company is much greater than the stated 
value of its capital stock. For this reason the tendency of recent years to re- 
place bonds held abroad by new issues sold in Canada affects the investment in 
different kinds of business to different extents: for instance, it has been al- 
ready. remarked that the Canadian minority interest in externally—controlled utili- 
ty companies is higher than that in any other kind of business, Moreover, the ef- 
fects of a depression period are more seriously felt in some kinds of business 
than in others, so that is is possible for one group to show a general decrease in 
the shareholders’. equity while another shows little variation in this respect, with 
the total amount of funded debt in each group remaining practically constant. Dif- 
ferences in the geographical distribution of ownership of stocks and of bonds in 
the group adversely affected would then produce an apparent change of distribution 
of ownership of the. total investment in the group during the period of depression, 
even though no..securities had actually changed hands. To take an (imaginary) ex- 
treme case as an illustration, let us suppose that in 1930 the capital stock in 

a certain group (all owned in the United States) was equal in value to, the funded 
debt (all held in Canada). If by 1936 accumulated deficits had wiped out half of 
the 1930 value of the capital stock without affecting the bondholders! équity, 
the American share of the total investment would be reduced from one-half to one- 
third, (Of course, this change would be reversed during a succession of pros-_ 
perous years) « There is no doubt that the figures in our tabulations for 1936 
have been considerably affected by facts of this nature, especially in view of the 
circumstance that many Canadian subsidiaries of foreign companies have been main— 
tained in existence by the parent company in spite of accumulated deficits which 
would have long ago caused the extinction of companies without such external support. 


VII. DIVIDEND AND INTEREST PAYMENTS. 


The amount paid in dividends on common and preferred stock and interest 
on.funded debt by all externally controlled Canadian companies in 1936 amounted to 
$142,767,100, or.a return of approximately 5.25 per cent on the value of the total 
investment. As the total investment, however, includes unincorporated Canadian 
branches of external companies, whose accounts are consolidated with those of the 
parent company in every case, a truer picture is obtained by comparing the total of 
@ividend and interest payments with the total investment in externally—controlled 
companies incorporated in Canada; the figures then show a return of 6.9 per cent 
on that investment. To preserve this more accurate perspective, unincorporated 
branches of external companies will be disregarded henceforth throughout this dis- 
cussion of dividend and interest payments, and these payments considered solely in 
relation to the investment in Canadian-incorporated companies-—-such investment 
being conveniently referred to as the “corporate investment". 


In view of the fact that many companies paid no dividend in 1956 and some 
even defaulted on bond interest, the return of 6.0 per cent quoted above may seem 
unduly high, but it must be borne in mind that in many cases arrears of preferred 
dividerids and bond interest which had been deferred during the depression years 
were paid off in whole or in part during 1926. The data also include some large 
sums which were paid out of accumulated surpluses in the form of dividends to 
parent companies located.in other countries.» 


Ganadian shareholders and bondholders received 23.5 per cent of the total 
amount of these payments, the remainder being distributed among the United States, 
Creat Britain and other: countries to the extent of 61.4. per cent, 13.7 per-cent, 
and 1.6 per cent respectively. The high proportion of payments to Canadian bene-— 
fPiciaries (as compared with only 19.2 per cent Canadian interest in the total cor-— 
norate investment} is due to various circumstances, such as substantial Canadian 
holdings in a few of the largest corporations which paid dividends or bond interest 
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i . vear. British capital, on the whole, received the smallest return 
Fag Gere on its Paveabasat in Canada during 1936 ; American panne 
only slightly more fortunate with 5.7 per cent, while other foreign capita 
with a return of 6.5 per cent, was well favoured in this respect. Canadian 
minority interests, however, fared better than any of these, receiving the high 
average return of 7.8 per cent on the total value of their investment in Cana- 


dian companies controlled outside Canada. 


Figure 4 shows the geographical distribution of the total amount of 
dividend and interest payments by all the companies under consideration. It may 
be compared with Figure 1 only if one bears in mind that Figure 1 has reference 
to all externally-controlled Canadian enterprises, including unincorporated bran- 
ches. A diagram illustrating the geographical distribution of ownership of 
corporate investment alone would, of course, differ slightly from Figure 1. 


The greatly varying rates of dividends and interest paid by individual 
companies, and the varying proportions of securities of even closely-related 
companies held by investors in different areas, make any detailed comparison be- 
tween the tables of investment data and of data regarding dividend and interest 
payments of doubtful significance. For example, one finds that the return on 
corporate investment varies thus according to locality of control: American-con- 
trolled companies, 6.3 per cent; British-controlled companies, 4.2 per cent; 
companies controlled elsewhere abroad, 5.0 per cent. To make any deductions of 
value from these figures would be impracticable without examining data relating 
to individual companies. However, one may give (as a matter of interest only) 
the following table showing the average returns on corporate investment in dif- 
ferent kinds of business in 1936. 


Table H. Dividends and interest paid in 1936 by externally—controlled Canadian 
companies in different kinds of business, expressed as percentages of 
total corporate investment in each kind of business. 


Kind of Business ______ Return on Total Corporate Investment _ 
Manufacturing 6.2 per cent 

Mining Ly, toma 

Utility Bereta 

Merchandising AS il Ta 

Financial 2.9 af 

Miscellaneous 20 " 
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The chief point of interest of this table lies in the high return of 
10.7 per cent on the total corporate investment shown for mining companies, an 


outcome of the increased activity in this industry during recent years (particu- 
larly in gold mining). 


More importance may be attached to a comparison of the actual amounts 
paid in dividends and interest by each kind of business. This comparison is 
strikingly illustreted in Figure 5, which shows that more than half (53.0 per 
cent) of all dividend and interest payments by externally-controlled Canadian 
companies was paid by companies engaged in manufacturing processes. Mining and 
smelting industries accounted for the greater part of the remainder (26.8 per 
cent of the total), utilities coming third with 14.5 per cent, Merchandising 
financial and miscellaneous companies follow in that order, their respective f 

shares of 2.4, 2.4, and 0.9 per cent forming an unimposing treniien of the total. 
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Of the entire amount of these payments (#142,767,100), less than one- 

_ sixth (16.5 per cent) was in the form of interest on funded debt, the remaining 
83.5 per cent being paid as dividends on common and preferred stock; but the 
proportions of these two types of payment varied widely in different kinds of 
business. At one extreme we have the utility group, which paid interest in 1936 
to almost exactly double the amount of the dividends which they paid in that year; 
at the other extreme we have merchandising companies, whose dividends exceeded 
fortyfold their disbursements in interest. Comparative data on this subject are 
shown in the following table. 


Table K. Dividends and interest paid by externally-—controlled Canadian 
companies in 1926: percentages of total for each kind of business 
paid as dividends and as interest. 


Kind of Business _ Percentage of total payments as above made in form of _ 


Dividends interes. = 
Manufacturing O25 7. Cine 
Mining 95.6 4.4 
Utility Soeo 66.7 
Merchandising 97.6 2o4 
Financial Jos 5.0 
Miscellaneous 45.8 54.2 


All kinds of 
Business SS a0 16.5 


In comparing these figures one with another it must be borne in mind 
that they are affected by various factors, of which two are most important: 
(1) the relative amounts of financing done in different kinds of business by 
bond and stock issues, and (2) the relative prosperity of different kinds of 
business. Obviously the wide disparity shown in the table between figures for 
the utility and mining groups is largely due to the first factor, since a re- 
ference to the investment tables reveals that while the total investment in the 
utility group is fairly evenly divided between stocks and boris, in the mining 
group the value of stocks is nearly twelve times as great as that of funded 
debt. On the other hand, in the miscellaneous group funded debt amounts to 
only one-sixth of the value of common and preferred stocks, but interest bulks 
much larger than dividend payments: the reason being that in this heterogeneous 
group many companies found that conditions in 1936 did not warrant declaration 
of dividends although they were fully able to meet their fixed obligations: 


The following table shows how the total interest and dividend payments 
made by each kind of business were distributed geographically. 


Table L. Dividends and interest paid by externally-controlled Canadian com- 
panies in 1936s geographical distribution of payments made hy each 
kind of business. 


Percentages of Total Payments made _to 


Kind of Business Canada United States Great Britain Elsewhere 
Manufacturing 18.5 67.6 LSee! Oe 
Mining £909 59.0 L5ok oo) 
Utility 57.6 49.1 1360 O28 
Merchandising 8.6 76.6 Ove 506 
Financial Post 16.4 50.9 5596 
Miscellaneous 5209 41.7 5.5 Oel 


All Kinds of 23,3 61.4 197 8 
Business  .. —— 
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The proportion of these amounts which was paid to Canadian beneficia-— 
ries was in almost every group higher than the Canadian--owned proportion or ae 
corporate investment, which is a favourabie comuentary on the character o : S : 
securities held by Canadians. Some companies whose stock was chiefly peer 
were unable to pay dividends, but were able to meet interest charges on their — 
bonds, which were principally or entirely held in Canada. petremee 
group, for instance (as was remarked above) » paid out more in See ie 
dividends in 1936; and as bond issues by this group were practically a 1e n 
Canada, the Canadian share of the total payments was approximately 55per cent 
(as against Canadian interest of only 22.6 per cent in the total corporate in- 


vestment in the group) - 


The proportions of the total payments in each group made to the United 
States, Great Britain and other foreign countries varied greatly, and (as might 
be expected in the light of the foregoing remarks) not always in harmony with 
the proportionate distribution of ownership in the corporate investment. “The 
largest share of the payments in each group went to the United States, except 
in the miscellaneous group where, as previously noted, Canadians received more 
than half of the total payments, and in the financial group.where the United 
States took only 16.4 per cent of the amount, Canada 19.1 per cent, Britain 30.9 
per cent and other foreign countries (chiefly France) no less than 33.6 per cent. 
These figures may be contrasted with the distribution of ownership of the total 
corporate investment in the financial group, which is expressed in the: following 
percentages: Canada 15.1 per cent, the United States 26.4 per cent, Great 
Britain 41.0 per cent, and other countries 17.5 per cent. 


Merchandising companies shew the highest proportion of payments to 
American recipients, with manufacturing companies second-~a state of affairs which- 
is in harmony with the relative preponderance of American ownership in.the cor- 
porate investment (not the total investment) in these groups, (The actual amount 
paid to the United States by the manufacturing group, however, was more. than 
half (58.4 per cent) of the total payments to Americans by companies in-all groups, 
while the merchandising group accounted for only 3.0 per cent of that total.) 


Although “other foreign" countries secured a share of the.total in- 
terest and dividend payments (1.6 per cent) which compared favourably with their 
share in ownership of the total corporate investment, their holdings in companies 
controlled in the United States were largely responsible for this satisfactory 
showing. Canadian companies controlled in these “other foreign" countries and 
operating in the manufacturing, mining, utility and miscellaneous fields.paid 
neither dividends nor interest on any of their securities during 19363 -neverthe- 
less, of the total amount of dividends and interest paid to these countries in 
that year by externally-—controlled Canadian companies, practically one-third 
(33.1 per cent) was in the form of dividends on their minority holdings in 
American-controlled mining companies. These American-controlled mines also ac- 
countec for practically the whole of the payments to Great Britain ‘by the mining 
group, which amounted to 25.6 per cent of the total British receipts’ from all 
kinds of business, 


VIIT. SIZE OF EXTERNALLY-CONTROLILED COMPANIES 


Table 17 gives in considerable detail data regarding sizes of all 

American-controlled Canadian enterprises (exclusive of the financial group) as 

at December 2lst, 1932. These figures are not strictly comparable with any of 

those which have been examined previously in this chapter, both because they re- 

fer to a date four years earlier and because they have been based on figures for 

value of capital employed, as reported to the Dominion Bureau of Statistics, rather 

than on capital invested. The use of "capital employed" for this purpose enabled 
a i, a> % 
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the Bureau to place externally-controlled companies and unincorporated branches 

on the same basis for comparison as to size, While many changes have certainly 
taken place during the period 1932-1936, both in the number of American-controlled 
Canadian enterprises and in their distribution among the size~groups, the general 
pattern is probably so little altered that Table 17 may be instructively considered 
in conjunction with the 1926 tables. This table was originally published in 
"Canadian-American Industry", from which the following comment is quoted: (15) 


",..>.0oAttention may be called to several exceedingly important re— 
lationships revealed very clearly in Table..., The most prevalent 
American—controlled company in Canada is apparently one employing 
from $50,000 to $199,999. capital. Twenty~nine per cent of all 
companies, and 51 per cent of the manufacturing comoanies, are of 
this size. But, as one would expect, very few mining or public 
utility companies are that small. The next most prevalent size of 
company is the very smallest; that emoloying a capital under $50,000. 
But it must be observed that although these relatively small branch 
companies—-those employing a capital under $200,000--comprised more 
than half of the grand total and of the total manufacturing in 1932, 
they employed little more than 2 per cent of the total capital....e. 
The reason is fairly obvious: in branch companies, as in industry 
as a whole, both in Canada and in the United States, the ‘typical 
company’ in terms of numbers is small, but overwhelmingly the greater 

_ proportion of both capital and products are accounted for by a re- 
latively few large enterprises. Thus, as is shown in Table...., 19 
per cent of the grand total of American-owned companies in Canada, 
and 14 per cent of the manufacturing companies, employ a capital of 
$1,000,000 and over, Further, companies in that class employ 90 
per cent of all capital used by Amertcan-owned companies and 82 per 
cent of the capital used in manufacturing......" 


(18) Marshall, Southard and Taylor, "Ganadian-American Industry", 
page 26, Yale University Press, New Haven, 1936, 


. 34 
PART If -. CANADIAN DIRECT INVESTMENTS ABROAD 
Field Covered by the Study 


An appraisal of Canadian direct investments abroad must we 
cipally the sources of information available in ee oe is nese : i 
trace these investments, for the most part, from their anedian Feige, A 
obtain information from the Canadian investors rather than coe. ba ee - 
subsidiaries abroad. This has tended to influence the scope of e ee 
data obtained. With few exceptions, it is necessary to depend upon reports o 
the existence of particular investments from Cansdian sources. In some et 
spects, however, the available material is increased, as, proceeding abet is 
source, it is possible to include some cases of admitted direct investmen 
where the Canadian investment interest is less than a majority holding. 


Accordingly, the tables of Canadian direct investments abroad, shown 
in this report, include not only investments in branches and subsidiaries in 
which there is a majority Canadian interest in the capital, but also those in- 
stances where affiliation or other active interest in a foreign company could 
be traced to a Canadian company. In these latter cases, the foreign company is 
customarily engaged in the same kind of business abroad as the Canadian company 
is engaged in in Canada, Included also as direct investments abroad are a few 
companies which are controlled by substantially the same shareholders who con- 
trol the affiliated Canadian company. 


Not all of the direct investments are in branches, subsidiaries or. 
affiliates of Canadian companies whose principal operations are in Canada, their 
external operations being only supplementary. There are a number of instances of 
companies of Canadian incorporation whose entire operations are conducted out 
side of Canada, Some of these are controlled by Canadian shareholders and are 
included in the tables of Canadian direct investments abroad, It is well to 
note, however, that some companies operating entirely abroad, although incorpora- 
ted in Canada are not controlled by Canadian capital. These have not been in- 
cluded as direct investments abroad, since where there is a minority Canadian 
interest only it is more properly considered a portfolio investment abroad. 

This principle has been followed even if the company was originally organized 
by Canadian enterprise. . 


Although most cases of Canadian direct investments in other countries 
fall into the class of Companies whose »rincipal operations are in Canada, 
there is a group of companies operating in Canada with branches or subsidiaries 
outside of Canada, which may not be considered in quite the same light as the 
main class of Canadian companies with direct investments abroad. This parti- 
cular group of Canadian companies in turn falls in the class of United States 
direct investments in Canada, In determining the position of the external in- 
vestments of these foreign-owned Canadian Subsidiaries with regard to Canadian 
direct investments abroad, the circumstances in each case had to be considered 
individually. In doing so, one of the principles followed was whether the 
direct investment abroad was of a kind which would have an influence upon the 
Canadian balance of international payments, as this is one of the important. cri- 
teria in determining the Significance of international investments. Sometimes 
the subsidiaries abroad are merely nominally owned and controlled by the Canadian 
company, their stock being only formally held by the Canadian company, In these 
cases the capital originally invested in the foreign subsidiaries was from a 
parent organization outside of Canada and any subse 
are between the foreign subsidiary and the foreign parent company of the Canadian 
company. There is no real reason for treating such subsidiaries abroad as 
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Canadian direct investments outside of Canada, as, in such cases, not only is the 
capital invested nonCanadian in its origins, but, neither are there any effects 


upon the Canadian balance of international payments arising from the operations of 
the subsidiary. 


To follow a principle based only on the ownership of the capital involved 
is too rigid a procedure, however, since it overlooks the economic effects of the 
operations of some companies, which effects may be quite independent of the ultimate 
ownership. There are situations where the company abroad, the subsidiary of a com— 
pany in Canada, has substantially the same effects upon the Canadian balance of pay- 
ments regardless of whether that company in Canada is controlled by Canadian or 
foreign capital. Accordingly, there are some important instances where direct in- 
vestments have been included in the tables although they are the investments of 
Canadian companies which are controlled outside of Canada. Whenever this has been 
done there has been some special reason for doing so. In some cases the capital in- 
vested abroad was clearly the investment of capital originating from Canadian. pro- 
duction and, considered from the economic point of view, represents an investment of 
Canadian capital outside of Canada, even though the ultimate ownershin may rest in, 
say, the United States. Or the foreign subsidiaries may be subsequently financed 
by the Canadian company, or interest, dividends, and other remittances may be made 
directly to the Canadian company. One large company operating outside of Canada 
has been included, partly because the dividends it pays to its Canadian parent com- 
pany have been an important source of that company's dividend payments to its - 
parent company in the United States, and if these latter payments are to be regarded 
as remittances from Canada to the United States, they must consequently be offset 
by the relevant receipts. 


Although the value of Canadian direct investments abroad may not, there— 
fore, be considered as entirely representing the Canadian ownership of industrial 
and other enterprises abroad because of these exceptional cases, from a broader 
point of view these instances do represent an expansion of Canadian activities 
abroad. 


A group of Canadian concerns with important operations outside of Canada 
have not been included in these tables of direct investments. This is the financial 
group of companies, the Canadian insurance companies, chartered banks, brokers, 
investment dealers and investment companies with activities outside of Canada. 

There are reasons why the investments abroad, of these concerns, are not in the 

same category as those which have been included. Canadian insurance companies with 
branches in other countries have liabilities outside of Canada, arising vrincinally 
from the fiduciary interests of the policyholders, which exceed the assets held 
outside of Canada, Although in some countries, such as the United States, the 
assets exceed the liabilities, leaving a net investment, the net assets there might 
be considered as being held against the excess of liabilities in overseas countries. 
Consequently, the investments of Canadian insurance companies held outside of Canada 
at their branches are not taken as Canadian direct investments abroad. In 1936 
there were 32 Canadian insurance companies doing business outside of Canada, 15 
writing life insurance only abroad, 16 writing fire and other classes of insurance 
and one writing both life and fire insurance. But, in the same year, the assets of 
Canadian life insurance companies that were held outside of Canada were valued at 
over $645 million, while the liabilities abroad exceeded $871 million. The assets 
of Canadian fire and other insurance companies in other countries are relatively 
small. 


The net assets abroad of the Canadian chartered banks are also excluded 
from thé tables of direct investments. In 1936, six of the chartered banks overated 
branches outside of Canada, there being 13 branches or agencies in the United States, 
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i assets of the banks . tiie 
bye ag ried the external balances of tne Canadian branches as iga - pei 
Saye connected with the business of the branches abroad, Many are of a short— 
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other firms included in the tables, 


Likewise, the assets of the branches and subsidiaries outside of Fie 9 
Be > Aim . . ; ‘2 : 
Canada of Canadian investment dealers and brokers are mostly of a paca. Te 
and any investment companies of foreign Lnennpars Fae a ree ents o 
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Ganada are more comparable to portfolio than to direct inve . 
The investments by Canadians in residential properties and other un-- 
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Valuation of Investments 


The value of investment shown in the tables is, in the case of the 
commen and preferred stock of subsidiaries, the value at bee these equities 
are shown in the books of the subsidiary abroad, as contrasted with the value 
at which they may be carried in parent company balance sheets. The value used 
for common stocks is the equity of the common shareholders, taking account of 
accunulated surpluses or deficits us well as, in some cases, other relevant 
items, such as inter company advances. Bonds and debentures and preferred ; 
stocks are shown at their nominal values and the value of unincorporated bran-— 
ches is represented by the net assets. 

Analysis of Tables 26 and 27 

An analysis of the tables on Canadian direct investments abroad dis~ 
closes the concentration of these in the United States, 64% of the total value 
being represented by investments in that country. About two--thirds of the value 
of these investments in the United States is in railways, reflecting the exten- 
sion of the two principal Canadian railway systems into neighbouring regions of 
the United States. The other important groups of direct investments there fall 
in the manuhacturing, mining and petroleum groups, Investments in the former 
group arise from the expansion of some Canadian industries into the United 
States market, while in the latter group there are the many investments made in 
subsidiaries engaged in mining and the extraction of petroleum in the United 


States by Canadian companies employing raw material from these sources in their 
Canadian operations, 


Canadian direct investments in the United Kingdom are small in value, 
as might be expected from the nature of the trade between that country and 
Canada. Canadian investments in the other British countries are included in 
the category "other countries", Most of these are subsidiaries of Canadian 
companies engaged in manufacturing in various parts of the Commonwealth, par- 
ticularly in the Dominions, The other part of the investments in "other coun- 
tries" is concentrated in the Latin-American countries, The largest parts of — 
the value of these investments are in the petroleum industry in the northern — 


countries of South America and in public utilities scattered throughout that re- 
gion and the West Indies and Central America. 


The table showing the fo 
with direct investments abroa 
tions abroad through wholly o 
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operate. About three-quarters of the total investment is held through this 

form of organization with another twenty per cent or so in British or foreign 
companies in which there are also some British or foreign shareholders. Invest- 
ments in unincorporated branches and mining claims, oil leases etc. are relative~ 
ly negligible. As would be expected, most of the securities through which the 
direct investments are held are equity securities, bonds and debentures consti- 
tuting only about twenty-two per cent of the investment. 


40 -— 


IRECT INVESTMENTS AND THE CANADIAN 


ALANCE OF INTERNATIONAL PAYMENTS 


Direct investments give rise to international ee ae: of oe oe 
current remittances with characteristics of their Hise, bab es so fi 
introduction for a considerable amount of international en : : ane Ce 
to take the form of an expansion abroad of the enterprise and in ee 
larger creditor nations through channels of direct investment hei. mee ee 
merly through the underwriting of bonds and debentures is a development o ae 
decades. As a result, the effects of these investments upon the bares a ik 
ternational payments of both creditor and debtor nations are quite bie eee si 
the effects of the more traditional international lending through la - erwriting 
of foreign bonds and debentures. As foreign direct investments in Canada. are ie 
an unusually large scale, it is to be expected that the effects of these upon the 
Canadian balance of international payments should be very definitely discernible. 
The changes in the value of direct investments, however, should not be taken as 
reflecting net movements of funds influencing the balance of payments, as there 
are many factors influencing the value of these investments which are internal in 
their origin. 


The position of a debtor country in which a considerable part of the 
indebtedness is represented by foreign-owned direct investments is quite different 
from that of a debtor country whose obligations are in the form of bonds and deben—- 
tures that, in their servicing and redemption, give rise to rigid contractual 
claims for interest end principal. Instead of carrying with them contractual 
claims, the current payments arising from direct investments are more like the re- 
turns on investments received by a proprietor or owner of an equity. As a conse- 
quence, the international payments of both a current and capital nature, arising 
from direct investments, are more closely related to the changing national income 
of the debtor economy and do not give rise to the same strains as are produced by 
the contractual payments of interest and principal which are associated with an 
economy in which international indebtedness takes the form of bonds and deben- | 
tures. In the latter case the strains often become acute when the income of the 
debtor economy dwindles. But when international indebtedness takes the form of 
direct investments, the resulting international payments are usually reduced auto-— 
matically by a contraction in economic activity and the weakness in foreign ex~ 
change rates frequently resulting from such conditions in a debtor country. 


Furthermore, the foreign owners of direct investments are likely to 
have a different attitude to the externa] value of the currency of the debtor 
country than the foreign owner of bonds payable in a foreign currency. 


their interests in this connection are more akin to those of a resident of the 
debtor country. Dividend 


ments have equilibrating effects 
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the usual time required in commercial transactions, There are sufficient pay- 
ments that may be deferred until favourable cond! tions develop to give direct in- 
vestments a significance in this connection however, as well as the general re- 
jetionship between earnings of direct investments and commodity exports, There 
are also the inducements for the owners of direct investments to reinvest profit 
and otherwise improve future earning power, although, in general, it appears from 
a study of Canadian experience that even with tiis expansion of the investments 
in Canada, there are large withdrawals of funds in years when business activity 
is high. 


In recent years the Dominion Bureau of Statistics has conducted an in- 
vestigation into these international transactions with the purpose of revealing 
their effects upon the Canadian balance of payments and the results have been in- 
corporated in the annual statements of the balance of payments issued by the 
Bureau. Although these data do not lend themselves to detailed presentation in 
this. report, the more important features will be outlined here. 


It must be realized that these transactions embrace a very wide sphere. 
For instance, the capital movements fall into such diverse classes as, new issues 
of the securities of Canadian subsidiaries taken outside of Canada, the retire- 
ments of these securities, both long and short term loans and advances of a 
direct character to branches and subsidiaries and their repayment, loans and ad-— 
vances by the branches or subsidiaries in Canada to the parent organizations 
abroad and their repayment. The loans and advances may take the form of ship-— 
ments of merchandise, the provision of services, or cash. Among the current 
transactions, besides the interest and dividends on securities held abroad which 
are obvious media by which international investments are serviced, there are 
many other forms of remittance to the parent companies abroad by less easily iden- 
tified transections. For instance, the Canadian producing units may export mer- 
chandise from Canada under circumstances in which some of the proceeds are re- 
ceived by the companies’ offices abroad and never remitted to Canada. The con- 
siderable extent to which some commodities are exported from Canada under these 
conditions is not generally known. Then there are the various payments for ser— 
vices and sometimes exchanges of services. Finally, in considering the whole mat- 
ter of current international payments by the branches or subsidiaries in Canada, 
from the point of view of the balance of payments, it should be recognized that 
‘these do not necessarily coincide with the profits or losses of the Canadien 
units in the conventional accounting sense. 


Detailed data have been collected by the Bureau on the movements of 
funds connected with foreign direct investments in Canada for each year since 
1926. These data include an analysis of the movements into the various classes 
of transaction indicated above. For the sake of simplicity, only the broad out— 
lines of the movements of funds will be shown here. The accomnanying table 
shows the approximate gross movements of funds in and out of Canada in the years 
from 1926 to 1936 on account of transactions associated with British and foreign 
direct investments in Canada. It should be pointed out that receipts and payments 
for merchandise exported or imported by these concerns are not included when these 
international transactions are carried out in the normal commercial manner, as, 
in any balance of payments study, these transactions are already represented by 
the statistics of Canada’s external trade in merchandise. Merchandise transac— 
tions have only been included in the data on movements of funds when they have 
been executed in such a way as to influence the balance of payments study in an 
extraordinary way. Instances of these influences arise when merchandise is shipped 
to a Canadian branch or subsidiary on consignment by the parent organization in 
another country and only paid for, if at all, in some subsequent year. Or, con- 
versely, some Canadian branches and subsidiaries export merchandise from Canada 


4 


it 


and are never paid directly for these exports as the buyer aire st ca 
pay the oarent company in the United States. These unusual merchan cal rans 
tions are, in their effects upon the balance of payments , much like in Beaks» 
outflows of funds and have been accordingly included in the accompanying wa 


movement of funds. ; age 
aq 


PD tek 
The statistics on movements of funds shown in this Sable Dave (oa 
specially selected to show the transactions connected with direct tnves iets = 
a whole. Consequently, the net movements are not the same as those shown in the — 
special item appearing in the capital account of recent official statements of 
the Canadian Balance of International Payments and described as "Net Capital 
Transactions of International ‘Branch Plants’ etc." This latter item, for example, 
excludes the dividends and interest paid by the direct investments in Canada to 
the owners of the securities abroad as the interest and dividends on direct in— 
vestments is included in the item of total interest and dividends paid by all 
classes of British and foreign investments in Canada, which appears among the cur- 
rent transactions of the balance of payments. 
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Movements of Funds Between Canada and Other Countries Arising 
from British and Foreign Direct Investments in Canada 
1926 - 1986. 


(In millions of dollars) 


"Approximate Gross Mcvements* Net Movements 
Inflow Outflow inflow Outflow 

1926 113.3 80.6 32.7 

1927 110.6 87,3 23.8 

1928 97.8 109.6 iv. 
1929 123.6 149.9 26.2 
1930 112.5 147.6 3501 
1931 65.2 128.3 63.1 
1932 38.3 107.5 63.2 
1933 37 ol 152.7 115.6 
1934 44,8 146.3 101.5 
1935 AL. 170.8 128.9 
1936 57.3 206.0 148.7 
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x For some companies the net inflow or outflow only have been included in the 
gross inflow and outflow. 


Probably the most significant of these has been the transition from net inflows 
in 1926 and 1927 to the net outward movement appearing in 1928 which has expanded 
almost continually Since then. There has been a shift from a net inflow of | 
Se 67 million in 1926 to a net outflow of $148.7 million in 1936. Accompanying 
there hav i 
both the total inflow and the total outflow of funds. The hedyy aries eee 
were concentrated in the years before 1931, while the total outflow has fluctuated, — 
Pi aa gs Cantal more in accordance with general business activity, although : 
ea ie i be upward. The maximum inflow was in 1929 when it 
rome) te mittion while the lowest annual volume of $37.1 million was in ~ 
€ outflow has grown from $80.6 million in 1926 to $206.0 million in 1986, <4 
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The. total inward movement represents capital movements of various 
kinds. The greatest contraction has taken place in the inflow of long-term capi- 
tal. The inflow due to the sale of bonds in the United States was heaviest in 
1926 and 1927. Direct inflows of other long-term capital were also heavy and re- 
mained so until 1930, a marked contraction appearing in 1931. In 1932 and 1932 
the inflow of capital was at its lowest point and only showed an appreciable in- 
crease in 1936 when the influx was still about half the volume of the inflow in 
the years before 1931. The volume of the inflow of short-term capital has fluc- 
tuated less, although since 1931 it has been more important proportionately be- 
cause of the smaller inflow of long-term capital. 


Capital is transferred to branches and subsidiaries in Canada by means 
of shipments of merchandise as well as by transfers of funds. In the transmit— 
tal of long-term capital to Canada by means of merchandise, the merchandise has 
usually been in the form of capital goods, being made up of machinery, equipment 
and other forms of durable goods, although some long-term capital was also pro- 
vided by shipments of parts and materials to be sold or manufactured by the bran- 
ches in Canada. Shipments like the latter are also a frequent means by which 
short-term advances are made, furnishing, as they do, a convenient method of sup- 
plying the branch or subsidiary with working capital when required. 


Outward movements of funds have been more diverse in character, in- 
cluding both capital movements and current remittances. Dividends form the 
largest single type of outward remittance from Canada each year and, of course, 
have been flexible, reflecting as they have the wide changes in earnings during 
the period from 1926-1936. Payments for interest and for services provided by 
the parent organization were smaller and more rigid in volume. Outward movements 
that could be definitely classified as capital have been customarily substantial 
and have expanded considerably since 1932, especially payments that represented 
the repayment of short term advances. Other outward movements arising principally 
from the export of merchandise for which the branch or subsidiary has not been 
paid, have been particularly heavy since 193% also. Some of these outward move— 
ments of merchandise are difficult to designate as either capital or current 
payments. Often there are at least the appearances of capital transactions, al- 
though, on the other hand, they closely reflect the growth in earnings of the 
investments in Canada. In any case, they give rise to debits against Canada 
which are an important consideration in tracing the effects of some of the in- 
ereased exports of commodities from Canada in recent years upon the Canadian 
balance of international payments. The sudden expansion in 1933 in the outflow 
of funds, it should be pointed out, was partly the result of some specially 
large short-term transactions by a few firms. It is a reflection, in part, of 
these unusual transactions, rather than a movement characteristic of the tran- 
sactions of all firms in that year. The large outflows of 1954 and subsequent 
years, however, were definitely reflections of more widespread changes in the 
volume of these outflows and no doubt were a consequence of increased earnings. 


These data on movements of funds disclose the marked changes in the 
effects of direct investments in Canada upon the Canadian balance of international 
payments in recent years. The extent of the capital inflow in the period of rapid 
development preceding 1951, the sharp contraction in the inflow of capital since 
then, and the subsequent large outflows of funds in recent years coinciding with 
the growth in the export balance of Canada’s commodity trade are all factors 
of importance in any study of Canada's commercial and financial transactions 
with other countries during the period covered. Particular attention should be 
drawn to the important fact that, to a considerable extent, accompanying the 
growth in Canadian exports in recent years, especially metal exports, there 
have been "invisible" debits which also must be taken account of. These debits, 
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offsetting in part the credits from the balances of commodity é 
the large payments of dividends to companies and other shareholde 
side of Canada, as well as from large repayments of capital and 
debits in Canada's balance of payments resulting from the incre 
of direct investments in Canada, which, to an rtd degree, 


lated to the Canadian export trade. 
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